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The Berlin Crisis 


WHY THE SO-CALLED FREE CITY PROPOSAL IS UNACCEPTABLE 
By WILHELM G. GREWE, Ambassador of the Federal Republic of Germany to the United States 
Delivered before the National Press Club, Washington, D. C., December 12, 1958 


NEED NOT summarize the basic facts, leading to the 
third international crisis of 1958, the crisis concerning 
Berlin. | am sure, you know the facts as well as I do. 

Therefore, | understand you expect me to give comments. 
I will do so and wy to explain the viewpoint of my Govern- 
ment. 

That does not mean that every word in my comments will 
reflect the official attitude of my Government. Some considera- 
tions can, necessarily, have only a personal character, because 
we are still in the initial stage of planning our policy. 

This policy has to be coordinated with the policy of the 
three Western Powers, with whom, in accordance with their 
legal position as occupying powers in Berlin, rests the main 
responsibility for handling the situation. 

The outline of a common policy will, I hope, be worked 
out during the Four Foreign Ministers’ Meeting in Paris on 
December 15th. As long as this outline has not been agreed 
upon, there might be various plans, proposals, judgments and 
Opinions on how to proceed. 

I think it would be misleading to speculate about such dis- 
tinctions, much less co interpret them as differences of opinion. 
Most unfortunately, too much weight has already been given 
tO certain answers On some very hypothetical questions put 
two weeks ago. 

I refer, in particular, to the question of how to deal with 
East-German policemen, if and when they would be substi- 
tured for the Soviet officers on duty at the check points on 
the zone border-line. 

As a matter of fact, there was no substantial divergence 
berween the views which Secretary Dulles expressed and the 
views of the German Federal Government. 

In substance, there was a basic identity of judgment and of 
attitude and full mutual confidence. 

The same is true today. And it is true not only for the 
United States and the Federal Republic, but at the same time 
for the United Kingdom and France. 


As far as I can see, there is complete agreement between 

the four governments: 

—that freedom and integrity of West-Berlin is of vital 
importance for the whole Free World; 

—that, therefore, West-Berlin must be defended and that 
its defense requires the continued presence of the West- 
ern troops in Berlin; 

—that Mr. Khrushchev’s free city proposal must meces- 
sarily destroy the freedom of West-Berlin and is, for this 
reason, unacceptable; 

— that negotiations, if accepted, cannot be conducted under 
the threat of a 6-months ultimatum prejudging at the 
same time the agenda and the final result of such nego- 
tiations. 


WHYy IS THE SO-CALLED FREE CiTy PROPOSAL 
UNACCEPTABLE? 


The answer has been given in many well-argued articles in 
the press of this country. Nevertheless, it might be useful to 
summarize the result of our analysis in Germany: 

1. Western consent to the establishment of a so-called 
free city of West-Berlin would be understood all over 
the world as signifying the final dismemberment of 
Germany. 

Psychologically, the conclusion would seem to be un- 
avoidable that the Western nations and even the Germans 
themselves had abandoned hope for reunification in the 
foreseeable future. 

Legally, acceptance of the Soviet proposal would imply 
the recognition of the Soviet occupied zone of Germany, 
the so-called German Democratic Republic, because it 
provides expressly for the active participation of the 
GDR in the conclusion and execution of the entire 
arrangement. 

Therefore, even if the free city would not immedi- 
ately fall under Communist domination, its existence as 
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WILHELM G. GREWE 


such would be tantamount to the final dismemberment 
of Germany, in other words, we would have three Ger- 
man states instead of two: the free city would be the 
third German state. 

2. Even if nothing worse were to happen, Berlin would 
lose its major political functions: to be the most im- 
portant center of information, giving the East Germans 
the crue facts, and to be the last remaining escape route 
from behind the Iron Curtain. 

The last remnants of the city’s unity would be de- 
stroyed: this minimum of free circulation which still 
exists. Instead of the present sector boundary, there 
would be the same impenetrable Iron Curtain as the one 
which already divides the two parts of Germany, pre- 
venting refugees from crossing over except with great 
risk of life. 

3. Unfortunately, there would not be much hope for an 
independent existence of a free city in the future. 

Economically, West Berlin would be at the mercy of 
the Communists. If they were to gain control of Berlin's 
communications with the West, they would possess the 
instrument for the permanent strangulation of Berlin's 
economy and even for the city’s starvation. No political 
independence could be maintained under such condi- 
tions. 

4. At any time, there would be a suitable pretext for inter- 
vention in the internal affairs of the autonomous city 
government. 

For, according to the Soviet proposals, the free city 
would be required to prevent “espionage,” “diversion” 
and “anti-Communist propaganda.” Everybody knows 
what these words mean in the vocabulary of the Com- 
munist rulers. 

In order to comply with these requirements, the free 
city would have to abolish the freedom of the press, 
freedom of speech and assembly and other fundamental 
rights, and even then it would not be safe from false 
accusations. 

5. The Soviet proposal does not provide for any effective 
guarantee. Whereas the Western garrisons would have 
to evacuate West-Berlin and no units of the Bundeswehr 
would be allowed to replace them, large para-military 
units could remain in East-Berlin: the so-called Peoples’ 
Police and Workers’ Militia would stay and, furthermore, 
the East German Army, apparently, would be allowed 
to enter the Eastern sector of Berlin, capital of the Soviet 
Zone Republic. 

It would make no difference whether the Soviet forces 
would evacuate the Eastern sector or not. They would 
remain near the city limits of Greater Berlin which 
already is surrounded by 22 Soviet divisions. 

On the other side, the nearest Western forces, in- 
cluding the Bundeswehr, would have to stay more than 
100 miles from Berlin. 


AND THE UN GUARANTEE? 

As far as I know, no Communist country has ever allowed 
freedom of action and movement to a political or military 
United Nations delegation. 

You will remember that the Soviet Union, as early as 1952, 
rejected the proposal of United Nations’ supervision of All- 
German elections and did not allow a United Nations Com- 
mission charged with preparatory inquiries to enter East 
Germany or East-Berlin. I need not recall a similar experience 
in the case of Hungary. 

These are, in short, the reasons why we regard the Soviet 
free city proposal to be unacceptable. And, when I say here 
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“we,” I really mean—without fear of contradiction—the Ger- 
man public, irrespective of party affiliation. 

If this reasoning is correct, it follows that even some minor 
modifications of the Soviet proposal would not help very much. 

a. This applies in the first instance to an extension of the 
free city proposal to Berlin as a whole, if linked with the 
request for the withdrawal of Western armed forces. 

None of the dangerous consequences of the first 
proposal would be avoided by this modified project: the 
effect of a permanent division of Germany into 3 or 2 
states; loss of Berlin's function as a life-line for refugees 
from the East; economic strangulation by the Com- 
munists; permanent danger of intervention; non-existence 
of any effective guarantee for the free city’s independent 
status. 

b. Another proposal to solve the problem does not appear 
much more attractive: the legal integration of West 
Berlin into the Federal Republic of Germany and the 
replacement of the Western occupation forces by con- 
tingents of the German Army. 

The presence of German forces in Berlin can never 
have the political and psychological effect which the 
presence of the Western forces has. The legal position 
of the Federal Republic would be extremely weak with 
regard to the communication lines. 

I have tried to analyse the consequences implicit in the 
Soviet proposals from the viewpoint of German foreign policy. 
It seems to me that such analysis cannot fail to be an essential 
element in the common policy of the West. I am sure that 
the policy of our allies, too, cannot envisage the acceptance of 
proposals which would inevitably lead to the surrender of 
West-Berlin. 

The consequences would be disastrous. Far be it from me 
to place excessive emphasis on our national German problems. 
But I firmly believe Berlin is no longer merely a national 
problem of the German people. After the blockade in 1948 
and the uprising on the 17th of June, 1953, it has become a 
common cause of the Free World. 

Therefore, the West could not abandon West-Berlin with- 
our seriously demoralizing millions of people not only in 
Germany, but in other European countries, as well as in many 
free nations of Asia and Africa. At least in one respect the 
crisis on Berlin cannot be compared with the Middle-East and 
the Far-East crises, insofar as here solemn Western and NATO 
treaty guarantees are involved. 

If we are aware of this perspective, three questions arise: 

The first question is: : 

— Whar is in the background of the Soviet proposal; what 
are its motives and aims? 

This leads to the second question: 

— Whar sort of Western reaction would be possible and 
appropriate? 

Finally, there is a third question: 

— Whar is likely to happen if the Western reaction does 
not meet the Soviet aims? 

The first question can only be answered by conjecture and 

speculation. 

Very probably, it is one of the aims of the Soviet move to 
make another strong effort to force recognition of the so-called 
GDR by the West, and, as a consequence, to build up the 
position of the East German state—last but not least, in rela- 
tion to the other Eastern bloc states. Perhaps there is also some 
connection with the most recent developments of Soviet-Polish 
relations. 

Without much doubt, a second aim is the elimination of 
West-Berlin as a symbol and outpost of Western freedom 
inside the Communist world. To an orthodox Communist, it 
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is a festering sore that every week thousands of people are 
using the escape hatch of Berlin in order to flee from the Com- 
munist “paradise.” At the same time, Ulbricht and his com- 
rades in Prague, in Budapest and elsewhere are aware of the 
fact that one cannot build up a model totalitarian state as long 
as there is a gap in the Iron Curtain surrounding its territory. 
This gap is a permanent obstacle to the effectiveness of 
totalitarian rule in eastern Germany. Neither Ulbricht nor his 
comrades in the neighboring east European states like the 
detrimental effect of this escape hatch. 

In connection with the function of West-Berlin as an in- 
formation center for East Germany and parts of eastern 
Europe, there are reasons enough for the Kremlin to seek 
the elimination of Free Berlin. 

I do not wish to speculate upon likely domestic reasons 
for Khrushchev's action. It may be that he needs a success in 
the field of foreign policy, his activities during the Middle and 
Far East crises not having been too successful. I don’t know 
enough about that. But I think it is in the general line of 
Soviet foreign policy to test from time to time and at different 
places the firmness and the unity of the West and to seek 
our weak spots. 

There are other speculations which should be looked into. 
Some observers believe that Berlin actually is not the ultimate 
objective of this operation. They believe that Moscow has 
started a new round in the struggle to gain control of all of 
Germany. 

In this perspective—it is believed—the rearmament of 
West Germany and the prospect of atomic equipment for its 
army had caused a shift in Moscow's policy on Germany, a 
switch to a new readiness to negotiate on a neutralized, de- 
militarized confederate Germany and on a disengagement of 
the Great Powers in Europe. In this light, the Soviet action 
with respect to Berlin wou!d only be the starting-point and 
the build-up of bargaining power for such a big deal. 

The advocates of this view can refer to Mr. Grotewohl’s 
statement of November 12th that Berlin “is not the main 
problem.” I quote: “The main prob!em is to come to an under- 
standing among Germans and to preserve peace.” 

Later in his statement Grotewohl indicated that the USSR 
was prepared to negotiate the withdrawal of its forces from 
German territory on condition that the Western Powers 
followed suit. Under questioning, he said “perhaps” the Soviet 
Union would stick to its old stand that the Western troops 
leave Germany, too. Six hours later, ADN, the official East 
German press agency put out a correction changing “perhaps” 
to “naturally.” 

In this connection, it might be useful to quote from the 
text of the Soviet note to the United States. It reads as follows: 

“The best way to solve the Berlin question would be to 
take a decision based on the enforcement of the Potsdam 
Agreement on Germany. But this is possible only in case 
the three Western powers should resume, in common 
with the USSR, a policy toward Germany which will 
accord with the spirit and the principles of the Potsdam 
Agreement. 

“In the present circumstances, this would mean the with- 
drawal of the Federal Republic of Germany from NATO, 
with the simultaneous withdrawal of the German Demo- 
cratic Republic from the Warsaw Treaty Organization 
and the achievement of agreement, whereby, in accord- 
ance with the principles of the Potsdam Agreement, 
neither of the two German states will have any armed 
forces in excess of those needed to maintain law and 

% order at home and guard the frontiers. 

“Should the Government of the United States of America 
be unwilling to contribute in this way to the implementa- 
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tion of the basic political principles of the Allied agree- 
ments on Germany, it will have no reason, either legal 
or moral, for insisting on the preservation of the quadri- 
partite status of Berlin.” 

I, personally, do not wish to commit myself to such specu- 
lations. On the other hand, however, I do not wish to exclude 
the possibility that there might be some substance to it. 

I only want to enumerate the various possibilities which 
have to be taken into account. 

Now, let me try to answer the second question: what sort 
of Western reaction is possible and appropriate? 

My answer has to be very short because I do not want to 
compete with the Foreign Ministers’ decision in Paris. There- 
fore, I wish to make only three points: 

1. There is not much to negotiate on Berlin. 

2. The monstrosity of Berlin’s situation can only be done 
away with by the reunification of Germany. 

3. You cannot negotiate, however, on the reunification issue 
on the basis of a Soviet ultimatum and under the threat 
of a unilateral destruction of mutually binding arrange- 
ments on Berlin and the legal position of the Three 
Western Powers in Berlin. In 1949, the Western Powers 
declined to negotiate on the German problem as long as 
the blockade continued. The Soviet Government yielded 
and the Foreign Ministers met in Paris 13 days after the 
termination of the blockade. 

Last Question: 

What is likely to happen if the Western reaction does not 

meet the Soviet aims? 

Although I agree with the wide-spread feeling that USSR 
does not intend to instigate a major war, I do not want to 
minimize in any way the dangerous situation confronting us. 
I do not doubr that the Soviets will carry out their unilateral 
measures which they have announced in order to destroy the 
Four-Power status in Berlin. 

Unilateral action will probably be taken in respect to the 
following: 

1. Renunciation of occupation functions by the Soviet 

authorities; 

2. Liquidation of the last concrete remnants of the Four- 
Power status in Berlin, in particular, the complete separa- 
tion of both parts of the city and the prohibition of free 
circulation by tram, subway or other means across the 
dividing boundary; rejection of any Western claim to 
exercise rights and responsibilities with respect to East- 
Berlin and of their personnel to enter the eastern part of 
the city. 

3. Complete de jure and de facto incorporation of East 
Berlin within the GDR. 

4. Substitution of Soviet officers by GDR personnel at the 
check-points on the zonal border, accompanied by a 
request that all Western military convoys to Berlin sub- 
mit their documents to GDR control officials; establish- 
ment of new rules and regulations covering military 
trafic to Berlin including restrictions of traffic and 
inspection of vehicles. 

5. If the three Western Powers continue to refuse recogni- 
tion to any GDR officials, there might be a new blockade 
which, in order to be effective, will certainly not be 
restricted to the allied military supply but will be ex- 
tended to the German civilian supply. 

Contrary to the situation of 1948-49, the legal right of the 
three Western Powers to fly to Berlin may be expected to be 
challenged. 

I do not want to speculate about counter-measures and the 
desirable attitude to be adopted by the Western Powers in 
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ARTURO FRONDIZI 


these various contingencies. I think that would be premature 
and unwise. 

Let me say only a few words regarding my Government's 

action and possible attitude: 

1. Some people expect us to apply economic counter- 
measures of our own, particularly the complete discon- 
tinuance of German interzonal trade. I am sure that in 
the case of serious tension, and particularly of a blockade, 
we cannot continue to do “business as usual” with East 
Germany. But you will be disappointed if you expect 
measures of this kind to have an effective influence on 
the East. As long as the normal interzonal trade can be 
maintained, it is in the interests of West-Berlin that we 
do so. 

2. Interzonal trade requires some technical contacts with 
experts and lower officials of the GDR. This applies also 
to the operation of rail-, water- and road-traffic and to 
the sphere of legal aid. Some people ask the question: 
How can you maintain such contacts if you do not want 
the Western Powers to deal on the same basis with the 
functionaries of the GDR? 

I think there is a very clear and simple answer to this 
question: As long as we refuse to recognize the legal 
existence of a second German state and adhere to tne 
assumption that Germany, under international law, is still 
one single state, technical contacts on a lower level do 
not involve the problem of international recognition. In 
our case, such contacts are internal affairs. In the case of 
foreign powers, they are international affairs. If foreign 
powers encounter difficulties after the Soviet Union's 
renunciation of occupation functions, they would have to 
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have recourse to the East German Foreign Ministry. 

3. My Government has solemnly renounced the use of force 
for the purpose of achieving reunification or the recovery 
of the German territories beyond the Oder-Neisse line. 
That does not mean that we renounced the defense of our 
rights and our freedom. But the use of force, should it 
become inevitable, is and can only be a matter of joint 
decision by the NATO allies. The Federal Republic, for 
its part, has not the power to use force, and its Govern- 
ment does not want to rattle the sword—and particularly 
not one which is not its own. 

4. My fourth and last point: The Soviet action is accom- 
panied by a heavy propaganda campaign spreading hatred 
and distrust against West Germany and denouncing its 
Government as militaristic, aggressive and vengeful. 


I do not expect that my Government intends to answer 
in the same style. Much could be said, but it would be useless 
to say it. We know that the Soviet Union is in existence, that 
we have to live with Moscow in the same world, in the same 
atomic age, and even on the same continent. 

The German people do not feel any hatred against the 
Russian people. They continue to read Gogol and Dostojewski 
and they have begun to read Pasternak. The contention that 
we are planning vengeance is nonsense pure and simple. I do 
hope that it is only propaganda and not the real thinking of 
the Soviet rulers. 

What we need during the next months is a cool head, 
strong nerves, unity and mutual confidence among the Allies 
and, with regard to the Soviets, preparedness for every reason- 
able talk but, if necessary, preparedness to resist. 
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ARGENTINA’S NEED FOR FOREIGN CAPITAL 
By ARTURO FRONDIZI, President of Argentina 


Delivered to a joint session of Congress, Washington, D. C., January 21, 1959 


R. PRESIDENT, Mr. Speaker, and Members of the 
Congress, I am deeply grateful for the cordial words 
with which my presence has been greeted here in 

this Congress, an institution that symbolizes the democratic 
ideals of the American Hemisphere. On behalf of the Argen- 
tine Nation, I greet the representatives of the people of the 
United States. It is the fraternal greeting of a country geo- 
graphically remote, but spiritually linked to your own by the 
ties of an historical friendship and by the common ideals 
that are the heritage of the whole hemisphere. 

This is the first time an Argentine President visited the 
United States, but we have so much in common that I cannot 
feel an alien on your soil, but, instead, a member, together 
with the millions that inhabit this great country, of that lofty 
human experience which is known as the community of 
American Republics. 

An even less alien within these walls can someone feel 
when, like myself, he has been a legislator in his own country. 
I pay tribute in the Congress of the United States to the 
fundamental institution of the democratic system, to the 
institution that expresses the ideals and the interests of the 
people and, wherever it has been able to operate in freedom, 
has been the bulwark of the rights of man. 

As President of the Argentine Nation, I am pleased to point 
out the similarities that unite our two countries. Our political 
Organization is the same, and our system of federal govern- 


ment is also similar. As is the case in your Own country, 
Argentina is ruled by a Government with limited authority, 
where the exercise of power finds an insurmountable barrier 
in the rights of those who are governed. 

These similarities are the reflection of a deeper and long- 
standing identification. Let me remind you that the United 
States recognized Argentina’s independence in 1822. There- 
fore, it was one of the first countries to do so. Let me recall 
as well a significant fact that public education received a 
powerful impulse in my country when, nearly one century 
ago, Sarmiento, who lived in the United States, returned to 
Argentina to assume the Presidency of his country. 

With the passing of the years, it seems as if history had 
wished to strengthen these similarities. Our two countries not 
only bear the stamp of national independence, individual 
freedom, and the enormous enterprise of democratic govern- 
ment. They have also shown identical capacity to assimilate 
universal culture, and equal pride to defend their sovereignty 
and self-determination at all times and under any circum- 
stances. 

Just as in the case of the United States, the sparsely popu- 
lated Argentine land received substantial immigration currents 
from Europe. Our rich plains were covered by wheat and 
cattle; rowns and cities were built, joined by the longest rail- 
way network in Latin America, and an industry began to grow, 
an industry of which today my country is proud. 
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The miracle of America also took place on our soil; men 
and women coming from every latitude, speaking different 
languages and professing different creeds, felt free and as 
brothers in a new fatherland. This wonderful American phe- 
nomenon, unique in the history of the world, is, precisely, the 
fundamental reason for the oneness of the countries of this 
hemisphere, and does not stem either from pacts or from 
circumstantial interests. 

The root of America’s unity is a spiritual root. This con- 
tinent was born to history as the land of hope and freedom. 
Our ancestors foresaw that the full life of man would materi- 
alize in America, without oppression, unfairness, or persecu- 
tion. This is why all the great American deeds have always 
been the deeds of freedom. This is why the military heroes 
of our continental independence have been statesmen, and 
history does not remember them as conquerors but rather as 
liberators. 

The American ideal of democracy, justice, and freedom has 
been fruitful because it is based on a spiritual concept of man. 
In keeping with these principles, the American peoples reject 
any materialistic concept of life and any totalitarian concept of 
the State. The human being is for us a sacred being, and his 
rights are as sacred as the institutions that protect his freedom. 
Our concept of the spirit as the driving force of man and of 
history is the fundamental reason why it is impossible for us, 
the sons of this Hemisphere, to be Communists. Our respect 
for the essential dignity of man also leads us to the rejection 
of any type of dictatorship or of any antidemocratic ideological 
influence. 

The American Continent is a community of nations united 
by geographical facts, by history and by a spiritual identity. 
Precisely because they believe that the destiny of man is a 
spiritual destiny, the peoples of this Hemisphere belong, from 
the historical viewpoint, to the cultural world of the West, 
where the principles of human dignity and universal brother- 
hood were born. Hence, the Western world is not for the 
American peoples a source of conflicts or antagonisms. On the 
contrary, because they belong to the Western world, the peo- 
ples of the American Hemisphere know that they are members 
of the universal community of peoples and serve the cause of 
the Americas because they consider it to be the cause of all 
mankind. 
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We believe that spiritual strength is the motive force of 
history and we proclaim the essential unity of the Americas, 
burt these statements cannot blind us to the fact, painful but 
real, that the development of this Hemisphere is not the same 
everywhere. We cannot ignore the harsh fact that millions 
of beings in Latin America suffer from misery and backward- 
ness. And we cannot deny that, under these social and eco- 
nomic conditions in open contradiction with our ideals of 
justice and freedom, the life of the spirit is impossible. 
Peoples that are poor and without hope are not free peoples. 
A stagnant and impoverished country cannot uphold demo- 
cratic institutions. On the contrary, it is fertile soil for anarchy 
and dictatorship. This is not a theoretical conclusion but the 
undeniable evidence of facts recorded by the history lived by 
the Latin-American peoples. Contrary to what many people 
suppose, political instability and social unrest are not the 
causes but rather the effects of the spiritual and material con- 
ditions under which millions of men and women are strug- 
gling, doomed to a life without hope or well-being. 

This means that the ideals embodied by the American 
hemisphere are not yet a reality for all of its sons. If it is our 
wish wg achieve the destiny dreamt of by our ancestors, that is, 
to make of America an effective moral power in the world, our 
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first duty, as Americans, is to make these ideals a reality in 
our own countries. In order to defend, not only with con- 
viction but also with true effectiveness, the cause of freedom, 
of law, and of democracy throughout the world, we must 
assure the rule of freedom, of law, and of democracy in the 
entire American continent. In other words, we have to lay the 
firm bases and create the adequate conditions that will make 
possible the full rule of human rights as well as the stability 
and the permanence of the democratic institutions of our 
countries. 

Without national development there can be no welfare or 
progress. When there is misery and backwardness in a country 
not only freedom and democracy are doomed but even national 
sovereignty is in jeopardy. The Latin-American peoples must 
face this truth, and attack the very roots of the evil. To this 
end, they must change an economic structure that has become 
a factor of stagnation and poverty. Our countries must decide, 
therefore, to make use of all their resources, to mobilize all 
the available energy, and to take advantage of all the technical 
and scientific progress of our time. 

The immense natural wealth of Latin America must be 
tapped and used in benefit of all its inhabitants. Latin America 
must stop producing only raw materials. It will have to set up 
its own heavy industry, its petrochemical industry, its factories 
of machinery. Ir will have to build hydroelectrical stations and 
nuclear reactors. It will have to mechanize rural establishments 
and provide them with the necessary electric power in order 
to increase production and raise the standard of living of the 
rural family. Summing up, it will have to carry out the same 
process of expansion and integration of domestic economy 
which has led the United States to its present and magnificent 
level of development. 

This is the task in which the Argentine Republic is now 
engaged. We are firmly determined to further our full eco- 
nomic development. And we will do this on the basis of our 
great natural resources, as yet but poorly developed, and on 
the basis of our national effort. But the economic chaos we 
have endured for long years has decapitalized our country. Our 
lack of development in a highly industrialized world has 
caused us serious harm. Our raw material is selling at steadily 
lower prices while the price of fuel, equipment, and manu- 
factured goods, so urgently needed in our country, is con- 
stantly rising. This has caused serious deficits in our balance 
of payments and has made it impossible for us to take care 
of basic investments with our own resources. 

In consequence, we have taken as the starting point of our 
program of economic expansion, the promotion of our na- 
tional production of iron and steel, oil, and coal, which are 
found in abundance in our country, and we have requested 
the cooperation of foreign capital. 

Foreign credit and investment find in the Argentine Repub- 
lic the same juridical guarantees granted by any democratic 
country. They will find, furthermore, a hard-working and 
enterprising people, as well as highly skilled labor. Ours is a 
people full of national pride, ready to defend with zeal the 
sovereignty of their country. Our people will accept any in- 
vestment devoted to the promotion of the welfare and progress 
of the country, but will reject any proposal implying a threat 
to its sovereignty. 

Foreign capital will also find in Argentina a government 
waging a battle without quarter against inflation. The pro- 
gram of economic and financial stabilization we have just 
launched tends, precisely, to eliminate all the inflationary 
factors which have affected our country for so many years. The 
goal of this program is to establish, by means of a sound 
currency and an economy free from unnecessary regulations, 
the solid bases of a development without regressions or ups 
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and downs, driven onward by the force of private initiative, 
fully supported in its creative function. 


Ill 

The effort my country has now undertaken is the beginning 
of an integral effort but recently begun in Latin America; 
its success or its failure will have a decisive influence on the 
policies of the hemisphere. Sister nations may profit from the 
Argentine experience and may stimulate the energy as yet 
latent in all Latin America. It will be an epic of peace and 
work that will result in spiritual plentitude and material 
wealth. Ir will be the true epic of democracy, because that 
plentitude and wealth will benefit millions of men and women, 
will be transformed into cultural resources and will make 
worthier, freer, and fairer the life of human beings under the 
skies of the American Continent. 

The example of your country will encourage us when facing 
the task we have before us. The economic history of the 
United States shows, in fact, that peoples that set themselves 
national goals and spare no effort to further their integral 
development one day become great nations. 

The far-seeing men who placed your country on the road 
of its present greatness did not yield to easy temptations or 
retreat in the face of the difficulties that arise whenever a 
country decides to build its destiny with its own hands. 

This is the lesson that Latin America will learn and will 
turn into spiritual and material wealth for almost 200 million 
human beings. It is a problem that fundamentally pertains to 
us, the Latin Americans, but from which the United States 
cannot stand aloof. You cannot remain indifferent to the fact 
that millions of individuals lead a life of hardship in the 
American Continent. The situation of these fellow human 
beings is not only a challenge to our common ideals of human 
solidarity, but is also a source of danger to the security of 
the hemisphere. To leave an American country in stagnation 
is as dangerous as an attack coming from an extra-continental 
power. The struggle against the underdevelopment of peoples 
demands a solidarity far greater than is required by their 
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political or military defense. The true defense of the hemi- 
sphere is the elimination of the causes that beget misery, 
injustice, and cultural backwardness. When all the Latin- 
American countries are granted access to the benefits of 
spiritual and material improvement they will defend the 
American soil and institutions with all the passion, the energy, 
and the courage with which life itself is defended. Because 
they will be defending what rightly belongs to them, what 
they have created through their own effort. They will be de- 
fending a high and fair standard of living and the possibility 
of obtaining increasingly better conditions of well-being. 

It is with personal satisfaction that I tell you, as representa- 
tives of the people of the United States, that your country has 
fully understood its role in this hour of America. Argentina 
has just been granted important credits by the Government 
and private institutions of the United States. This cooperation 
means for us something far more important than support for 
the program of national expansion we have just undertaken. 
It is a positive and fundamental step toward the materializa- 
tion of the ideals of cooperation throughout the American 
Continent. It is the evidence that the hour of concrete de- 
cisions has come. That hour finds us all, the Americans of the 
entire Americas, united by the same solidarity, the same 
confidence, and the same hope that made of this hemisphere a 
community of sovereign republics. 

Our efforts will determine whether this will be another hour 
of glory for America. With the same firmness, the same 
courage, and the same decision with which our forefathers 
forged the independence of our countries, let us get ready to 
forge their full spiritual and material development. 

With our moral strength, with our material effort, and 
with the help of God, let us do our duties and be worthy of 
the historical inheritance we have received. 

Let us make the American Continent the continent of 
human hope, realizing on its soil and for all its sons the 
promise of happiness and fulfillment America offered to 
mankind. 


The State of The Union 


UNLESS WE PROGRESS, WE REGRESS 
By DWIGHT D. EISENHOWER, President of the United States 


Delivered to United States Congress, Washington, D. C., January 9, 1959 


come; and, Mr. President and Mr. Speaker, to you both 
a happy birthday. 

Members of the 86th Congress and friends, first, I should 
like to assure the delegation of our newest State, Alaska, of 
my satisfaction that it now begins its participation with all 
of you in the work of Congress for the benefit of the United 
States. 

May I voice the hope that before my term of office is 
ended I shall have the opportunity and the great satisfaction of 
seeing the 50th star in our national flag. 

Members of the Congress, this is the moment when Con- 
gress and the Executive annually begin their cooperative work 
to build a better America. 

One basic purpose unites us: To promote strength and 
security, side by side with liberty and opportunity. 

As we meet today, in the 170th year of the Republic, our 
Nation must continue to provide—as, indeed, all other free 
governments have had to do throughout time—a satisfactory 
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answer to a question as old as history. It is: Can government 
based upon liberty and the God-given rights of man, perma- 
nently endure when ceaselessly challenged by a dictatorship, 
hostile to our mode of life, and controlling an economic and 
military strength of great and growing power? 

For us the answer has always been found, and is still found 
in the devotion, the vision, the courage, and the fortitude of 
our people. 

Moreover, we face this challenge not as a single powerful 
nation, but as one that has in recent decades reached a position 
of recognized leadership in the free world. 

We have arrived at this position of leadership in an era 
of remarkable productivity and growth. It is also a time when 
man’s power of mass destruction has reached fearful 
proportions. 

Possession of such capabilities help create world suspicion 
and tension. We, on our part, know that we seek only a just 
peace for all, with aggressive designs against no one. Yet we 
realize that there is uneasiness in the world because of a belief 
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on the part of peoples that through arrogance, miscalculation, 
the fear of attack, catastrophic war could be launched. Keeping 
the peace in today’s world moxe than ever calls for the utmost 
in the Nation's resolution, wisdom, steadiness, and unremit- 
ting effort. 

We cannot build peace through desire alone. Moreover, we 
have learned the bitter lesson that international agreements, 
historically considered by us as sacred, are regarded in Com- 
munist doctrine and in practice to be mere scraps of paper. 
The most recent proof of their disdain of international obli- 
gations, solemnly undertaken, is their announced intention to 
abandon their responsibilities respecting Berlin. 

As a consequence of these actions, we can have no confidence 
in any treaty to which Communists are a party except where 
such a treaty provides within itself for self-enforcing 
mechanisms 

Indeed, the demonstrated disregard of the Communists of 
their own pledges is one of the greatest obstacles to world 
success in substituting the rule of law for rule by force. 

Yet step by step we must strengthen the institutions of 
peace—a peace that rests upon justice—a peace that depends 
upon a deep knowledge and clear understanding by all peoples 
including our own of the consequences of failure in this great 
purpose. 

I 

To achieve this peace we seek to prevent war at any place 
and in any dimension. If, despite our best efforts, a local 
dispute should flare into armed hostilities, the next problem 
would be to keep the conflict from spreading, and so com- 
promising freedom. In support of these objectives we maintain 
forces of great power and flexibility. 

Our formidable air striking forces are a powerful deterrent 
to general war. Large, and growing portions of these units can 
depart from their bases in a matter of minutes. 

Similar forces are included in our naval fleets. 

Ground and other tactical formations can move with swift- 
ness and precision, when requested by friendly and responsible 
governments, to help curb threatened aggression. The stabiliz- 
ing influence of this capacity has been dramatically demon- 
strated more than once over the past year. 

Our military and related scientific progress has been highly 
gratifying. 

Great strides have been made in the development of ballistic 
missiles. Intermediate range missiles are now being deployed 
in operational units. The Atlas intercontinental ballistic mis- 
sile program has been marked by rapid development as evi- 
denced by recent successful tests. Missile training units have 
been established and launching sites are far along in 
construction 

New aircraft that fly at twice the speed of sound are entering 
our squadrons. 

We have successfully placed five satellites in orbit, which 
have gathered information of scientific importance never 
before available. Our latest satellite illustrates our steady ad- 
vance in rocketry and foreshadows new developments in 
worldwide communications. 

Warning systems constantly improve. 

Our atomic submarines have shattered endurance records 
and made historic voyages under the North Polar Sea. 

A major segment of our national scientific and engineering 
community is working intensively to achieve new and greater 
developments. Advance in military technology requires ade- 
quate financing but, of course, even more, it requires talent 
and time. 

All this I give only as a matter of history, as a record of our 
progpess in space and ballistic missile fields in no more than 4 
yéars of intensive effort. At the same time we clearly recognize 
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that some of the recent Soviet accomplishments in this par- 
ticular technology are indeed brilliant. 

Under the law enacted last year the Department of Defense 
is being reorganized to give the Secretary of Defense full 
authority over the Military Establishment. Greater efficiency, 
more cohesive effort and speedier reaction to emergencies 
are among the many advantages we are already noting from 
these changes. 

These few highlights point up our steady military gains. 
We are rightfully gratified by the achievements they represent. 
New and greater developments preoccupy the major portion of 
the Nation's scientists. But we must remember that these 
imposing armaments are purchased at great cost. 

National security programs account for nearly 60 per cent 
of the entire Federal budget for this coming fiscal year. 

Modern weapons are exceedingly expensive. 

The overall cost of introducing Atlas into our Armed Forces 
will average $35 million per missile on the firing line. 

This year we are investing an aggregate of close to $7 
billion in missile programs alone. 

Other billions go for research, development, test and evalua- 
tion of new weapons systems. 

Our latest atomic submarines will cost $50 million each, 
while some special types will cost three times as much. 

We are now ordering fighter aircraft which are priced at 
50 times as much as the fighters of World War II. 

We are buying certain bombers that cost their weight in 
gold, exactly. 

These sums are tremendous, even when compared with the 
marvelous resiliency and capacity of our economy. 

Such expenditures demand both balance and perspective in 
our planning for defense. At every turn, we must weigh, judge 
and select. Needless duplication of weapons and forces must 
be avoided. 

We must guard against feverish building of vast armaments 
to meet glibly predicted moments of so-called maximum peril. 
The threat we face is not sporadic or dated: It is continuous. 
Hence we must not be swayed in our calculations either by 
groundless fear or by complacency. We must avoid extremes, 
for vacillation between extremes is inefficient, costly, and 
destructive of morale. In these days of unceasing technological 
advance, we must plan our defense expenditures systematically 
and with care, fully recognizing that obsolescence compels the 
never-ending replacement of older weapons with new ones. 

The defense budget for the coming year has been planned 
on the basis of these principles and considerations. Over these 
many months I have personally participated in its development. 

The aim is a sensible posture of defense. The secondary aim 
is increased efficiency and avoidance of waste. Both are 
achieved by this budgetary plan. 

Working by these guidelines I believe with all my heart 
that America can be as sure of the strength and efficiency of 
her Armed Forces as she is of their loyalty. I am equally sure 
that the Nation will thus avoid useless expenditures which, in 
the name of security, might tend to undermine the economy 
and, therefore, the Nation's safety. 

Our own vast strength is only a part of that required for 
dependable security. Because of this we have joined with 
nearly 50 other nations in collective security arrangements. In 
these common undertakings each nation is expected to con- 
tribute what it can in sharing the heavy load. Each supplies 
part of a strategic deployment to protect the forward boun- 
daries of freedom. 

Constantly we seek new ways to make more effective our 
contribution to this system of collective security. Recently I 
have asked a committee of eminent Americans of both parties 
to reappraise our military assistance programs and the relative 
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emphasis which should be placed on military and economic 
aid. 

I am hopeful that preliminary recommendations of this 
committee will be available in time to assist in shaping the 
mutual security program for the coming fiscal year. 

Any survey of the free world’s defense structure cannot 
fail to impart a feeling of regret that so much of our effort 
and resources must be devoted to armaments. At Geneva and 
elsewhere we continue to seek technical and other agreements 
that may help to open up, with some promise, the issues of 
international disarmament. America will never give up the 
hope that eventually all nations can, with mutual confidence, 
drastically reduce these non-productive expenditures. 


II 


The material foundation of our national safety is a strong 
and expanding economy. This we have—and this we must 
maintain. Only with such an economy can we be secure and 
simultaneously provide for the well-being of our people. 

A year ago the Nation was experiencing a decline in em- 
ployment and in output. Today that recession is fading into 
history, and this without gigantic, hastily improvised public 
works projects or untimely tax reductions. A healthy and 
vigorous recovery has been underway since last May. New 
homes are being built at the highest rate in several years. 
Retail sales are at peak levels. Personal income is at an all-time 
high. 

The marked forward thrust of our economy reaffirms our 
confidence in competitive enterprise. But, clearly, wisdom and 
prudence in both the public and private sectors of the economy 
are always necessary. 

The outlook is this: 1960 commitments for our Armed 
Forces, the Atomic Energy Commission, and military assist- 
ance, exceed $47 billion. In the foreseeable future they are 
not likely to be significantly lower. With an annual population 
increase of 3 million, other governmental costs are bound to 
mount. 

After we have provided wisely for our military strength, 
we must judge how to allocate our remaining Government 
resources most effectively to promote our well-being and 
economic growth. 

Federal programs that will benefit all citizens are moving 
forward. 

Next year we will be spending increased amounts on health 
programs; on Federal assistance to science and education; on 
the development of the Nation’s water resources; on the 
renewal of urban areas; and on our vast system of Federal-aid 
highways. 

Each of these additional outlays is being made necessary by 
the surging growth of America. 

Let me illustrate. Responsive to this growth, Federal grants 
and long-term loans to assist 14 major types of capital im- 
provements in our cities will total over $2 billion in 1960— 
and this figure is double the expenditure of 2 years ago. The 
major responsibility for development in these fields rests in 
the localities, even though the Federal Government will con- 
tinue to do its proper part in meeting the genuine needs of a 
burgeoning population. 

But the progress of our economy can more than match the 
growth of our needs. We need only to act wisely and 
confidently. 

Here, I hope you will permit me to digress long enough to 
express something that is much on my mind. 

As I said in the beginning, the basic question facing us 
today is more than mere survival—the military defense of 
national life and territory. It is the preservation of a way of 


life. 
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We must meet the world challenge and at the same time 
permit no stagnation in America. Stagnation we cannot afford. 

Unless we progress, we regress. 

We can successfully sustain security and remain true to our 
heritage of freedom if.we clearly visualize the tasks ahead 
and set out to perform them with resolution and vigor. We 
must first define these tasks and then understand what we must 
do to accomplish them. 

If progress is to be steady we must have long-term guides 
extending far ahead, certainly 5, possibly even 10 years. They 
must reflect the knowledge that before the end of 5 years we 
will have a population of more than 190 million. They must be 
goals that stand high, and so inspire every citizen to climb 
always toward mounting levels of moral, intellectual and 
material strength. Every advance toward them cannot do other 
than serve to stir pride in individual and national achievements 

To define these goals, I intend to mobilize help from every 
available source. 

We need more than politically ordained national objectives 
if we are co challenge the best efforts of free men and women 
A group of selfless, able, and devoted individuals, outside of 
governments, could effectively participate in making the neces- 
sary appraisal of the potentials of our future. 

The result would be the establishment of national goals that 
would not only spur us on to our finest efforts, but also would 
meet the stern test of practicality. 

The committee I plan will comprise educators and repre- 
sentatives of labor, management, finance, the professions, agri- 
culture and every other kind of useful activity. 

Such a study would update and supplement, in the light of 
continuous changes in our society and its economy, the monu 
mental work of the Committee on Recent Social Trends 
which was appointed in 1931 by President Hoover. Its report 
has stood the test of time and has had a beneficial influence 
on national development. 

The new committee would be concerned, among other 
things, with the living standards of our people, their health 
and education, their better assurance of life and liberty and 
their greater opportunities. It would also be concerned with 
methods to meet such goals and what levels of government 
Local, State, or Federal, might or should be particularly 
concerned. 

As one example, consider our schools, operated under the 
authority of local communities and States. In their capacity 
and in their quality they conform to no recognizable standards 
In some places facilities are ample, in others meager. Pay ot 
teachers ranges between wide limits, from the adequate to the 
shameful. As would be expected, quality of teaching varies 
just as widely. But to our teachers we commit the most valu 
able possession of the Nation and of the family—our children 

We must have teachers of competence. To obtain and hold 
them we need standards. We need a national goal. Once 
established I am certain that public opinion would compe! 
steady progress toward its accomplishment. 

Such studies would be helpful, I believe, to government at 
all levels and to all individuals. The goals so established could 
help us see our current problems in perspective. They will 
spur progress. 

We do not forget, of course, that our Nation's progress 
and fiscal integrity are interdependent and inseparable. W<« 
can afford everything we clearly need, but we cannot afford 
one cent of waste. We must examine every item of govern 
mental expense critically. To do otherwise would betray our 
Nation's future. 

Thrift is one of the characteristics that have made this 
Nation great; why should we ignore it now? 

We must avoid any contribution to inflationary processes, 
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which could disrupt sound growth in our economy. 

Prices have displayed a welcome stability in recent months 
and, if we are wise and resolute, we will not rolerate inflation 
in the years to come. But history makes clear the risks in- 
herent in any failure to deal firmly with the basic causes of 
inflation. Two of the most important of these causes are the 
wage-price spiral and continued deficit financing. 

Inflation would reduce job opportunities, price us out of 
world markets, shrink the value of savings and penalize the 
thrift so essential to finance a growing economy. 

Inflation is not a Robin Hood, taking from the rich to give 
to the poor. Rather, it deals most cruelly with those who can 
least protect themselves. It strikes hardest those millions 
of our citizens whose incomes do not quickly rise with the 
cost of living. When prices soar, the pensioner and the widow 
see their security undermined, the man of thrift sees his 
savings melt away; the white collar worker, the minister, and 
the teacher see their standards of living dragged down. 

Inflation can be prevented. But this demands statesmanship 
on the part of business and labor leaders and of government 
at all levels. 

We must encourage the self-discipline, the restraint neces- 
sary to curb the wage-price spiral and except only in critical 
emergencies we must meet current costs from current revenue. 

To minimize the danger of furure soaring prices and to 
keep our economy sound and expanding, I shall present to 
the Congress certain proposals. 

First, I shall submit a balanced budget for the next year, 
a year expected to be the most prosperous in our entire history. 
It is a realistic budget with wholly attainable objectives. 

If we cannor live within our means during such a time of 
rising prosperity, the hope for fiscal integrity will fade; and 
if we persist in living beyond our means we make it difficult 
for every family in our land to balance its own household 
budget. But to live within our means would be a tangible 
demonstration to ourselves and to others of the self-discipline 
needed to assure a stable dollar. 

The Constitution entrusts the Executive with many func- 
tions, but the Congress—and the Congress alone—has the 
power of the purse. Ultimately upon Congress rests responsi- 
biliry for determining the scope and amount of Federal 
spending. 

By working together, the Congress and the Executive can 
keep a balance between income and outgo. If this is done 
there is real hope that we can look forward to a time in the 
foreseeable future when needed tax reforms can be 
accomplished. 

In this hope, I am requesting the Secretary of the Treasury 
tO prepare appropriate proposals for revising, at the proper 
time, Our tax structure, to remove inequities and to enhance 
incentives for all Americans to work, to save, and to invest. 
Such recommendations will be made as quickly as our fiscal 
condition permits. These prospects will be brightened if 196" 
expenditures do not exceed the levels recommended. 

Second, I shall recommend to the Congress that the Chief 
Executive be given the responsibility either to approve or to 
veto specific items of appropriations and authorization bills. 
[ assure you gentlemen that | know this recommendation has 
been made time and again by every President that has appeared 
in this hall for many years, but I say this, it still is one of the 
most important corrections that could be made in our annual 
expenditure program, because this would save tax dollars. 

Third, to reduce Federal operations in an area where private 
enterprise can do the job, I shall recommend legislation for 
greater flexibility in extending Federal credit, and in improving 
the®procedures under which private credits are insured or 
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guaranteed. Present practices have needlessly added large sums 
.o Federal expenditures. 

Fourth, action is required to make more effective use of the 
large Federal expenditures for agriculture and to achieve 
greater fiscal control in this area. 

Outlays of the Department of Agriculture for the current 
fiscal year for the support of farm prices on a very few farm 
products will exceed $5 billion. That is a sum equal to 
approximately two-fifths of the net income of all farm opera- 
tors in the entire United States. 

By the end of this fiscal year it is estimated that there will 
be in Government hands surplus farm products worth about $9 
billion. And by July 1, 1959, Government expenditures for 
storage, interest, and handling of its agricultural inventory will 
reach a rate of $1 billion a year. 

This level of expenditure for farm products could be made 
willingly for a temporary period if it were leading to a sound 
solution of the problem. But unfortunately this is not true. We 
need new legislation. 

In the past I have sent messages to the Congress requesting 
greater freedom for our farmers to manage their own farms 
and greater freedom for markets to reflect the wishes of 
producers and consumers. Legislative changes that followed 
were appropriate in direction but did not go far enough. 

The situation calls for prompt and forthright action. Recom- 
mendation for action will be contained in a message to be 
transmitted to the Congress shortly. 

These fiscal and related actions will help create an environ- 
ment of price stability for economic growth. However, certain 
additional measures are needed. 

I shall ask Congress to amend the Employment Act of 1946 
to make it clear that Government intends to use all appropriate 
means to protect the buying power of the dollar. 

I am establishing a continuing Cabinet group on price 
stability for economic growth to study governmental and 
private policies affecting costs, prices, and economic growth. 
It will strive also to build a better public understanding of the 
conditions necessary for maintaining growth and price stability. 

Studies are being undertaken to improve our information 
on prices, wages, and productivity. 

I believe all citizens in all walks of life will support this 
program of action to accelerate economic growth and promote 
price stability. 

Ill 

I take up next certain aspects of our international situation 
and our progress to strengthen it. 

America’s security can be assured only within a world com- 
munity of strong, stable, independent nations, in which the 
concepts of freedom, justice, and human dignity can flourish. 

There can be no such thing as Fortress America. If ever we 
were reduced to the isolation implied by that term, we would 
occupy a prison, not a fortress. The question whether we can 
afford to help other nations that want to defend their freedom 
but cannot fully do so from their own means, has only one 
answer: we can and we must, as we have been doing so since 
1947. 

Our foreign policy has long been dedicated to building a 
permanent and just peace. 

During the past 6 years our free world security arrangements 
have been bolstered and the bonds of freedom have been more 
closely knit. Our friends in Western Europe are experiencing 
new internal vitality, and are increasingly more able to resist 
external threats. 

Over the years the world has come to understand clearly 
that it is Our firm policy not to countenance aggression. In 
Lebanon, Taiwan, and Berlin—our stand has been clear, right, 
and expressive of the determined will of a united people. 
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DWIGHT D. EISENHOWER 


Acting with other free nations we have undertaken the 
solemn obligation to defend the people of free Berlin against 
any effort to destroy their freedom. In the meantime we shal] 
constantly seek meaningful agreements to settle this and other 
problems, knowing full well that not only the integrity of a 
single city, but the hope of all free peoples is at stake. 

We need, likewise, to continue helping to build the econo- 
mic base so essential to the free world’s stability and strength. 

The International Monetary Fund and the World Bank 
have both fully proven their worth as instruments of interna- 
tional financial cooperation. Their executive directors have 
recommended an increase in each member country’s subscrip- 
tion. I am requesting the Congress for immediate approval oi 
our share of these increases. 

We are now negotiating with representatives of the 20 
Latin American Republics for the creation of an inter-Ameri- 
can financial institution. Its purpose would be to join all the 
American Republics in a common institution which would pro- 
mote and finance development in Latin America. One great 
result of this would be to make more effective use of capital 
from the World Bank, the Export-Import Bank, and private 
sources. 

Private enterprise continues to make major contributions 
to economic development in all parts of the world. But we 
have not yet marshaled the full potential of American busi- 
ness for this task, particularly in countries which have recently 
attained their independence. | shall present to this Congress a 
program designed to encourage greater participation by 
private enterprise in economic development abroad. 

Further all of us know that to advance the cause of freedom 
we must do much more than help build sound economies. The 
spiritual, intellectual, and physical strength of people through- 
out the world will in the last analysis determine their willing- 
ness and their ability to resist communism. 

To give a single illustration of our many efforts in these 
fields: We have been a participant in the effort that has been 
made over the past few years against one of the great scourges 
of mankind—disease. Through the mutual security program 
public health officials are being trained by American univer- 
sities to serve in less developed countries. We are engaged in 
intensive malaria eradication projects in many parts of the 
world in this work. America’s major successes in Our own 
country prove the feasibility of success everywhere. 

By these and other means we shall continue and expand our 
campaign against the afflictions that now bring needless suf- 
fering and death to so many of the world’s people. We wish 
to be part of a great shared effort toward the triumph of 
health. 

IV 


1 think most of us would agree that America is best de- 
scribed by one word, “freedom.” 

If we hope to strengthen freedom in the world we must be 
ever mindful of how our own conduct reacts elsewhere. No 
nation has ever been so floodlighted by world opinion as the 
United States is today. Everything we do is carefully scruti- 
nized by other peoples throughout the world. The bad is seen 
along with the good. 

Because we are human we err. But as freemen we are also 
responsible for correcting the errors and imperfections of our 
ways. 

Last January I made comprehensive recommendations to the 
Congress for legislation in the labor-management field. To my 
disappointment, Congress failed to act. The McClellan com- 
mittee disclosures of corruption, racketeering, and abuse of 
trust and power in labor-management affairs have aroused 
America and amazed other peoples. Its disclosures emphasize 
the need for improved local law enforcement and the enact- 
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ment of effective Federal legislation to protect the public in- 
terest and to insure the rights and economic freedoms of 
millions of American workers. Halfhearted measures will not 
do. I shall recommend prompt enactment of legislation 
designed: 

To safeguard workers’ funds in union treasuries against 
misuse of any kind whatsoever. 

To protect the rights and freedoms of individual union 
members, including the basic right to free and secret elections 
of officers. 

To advance true and responsible collective bargaining. 

To protect the public and innocent third parties from 
unfair and coercive practices such as boycotting and blackmail! 
picketing. 

The workers and the public must have these vital protec- 
tions. 

In other areas of human rights—freedom from discrimina- 
tion in voting, in public education, in access to jobs, and in 
other respects—the world is likewise watching our conduct. 

The image of America abroad is not improved when school- 
children, through closing of some of our schools and through 
no fault of their own, are deprived of their opportunity for 
an education. 

The government of a free people has no purpose more 
noble than to work for the maximum realization of equality 
of opportunity under law. That is the concept under which 
our founding papers were written. This is not the sole respon- 
sibility of any one branch of our government. The judicial 
arm, which has the ultimate authority for interpreting the 
Constitution, has held that certain State laws and practices 
discriminate upon racial grounds and are unconstitutional. 
Whenever the supremacy of the Constitution of the United 
States is challenged I shall continue to take every proper action 
necessary to uphold ict. 

One of the fundamental concepts of our constitutional sys- 
tem is that it guarantees to every individual, regardless of race, 
religion, or national origin, the equal protection of the, laws. 
Those of us who are privileged to hold public office have a 
solemn obligation to make meaningful this inspiring objective. 
We can fulfill that obligation by our leadership in teaching, 
persuading, demonstrating, and in enforcing the law. 

We are now making noticeable progress in the field of civil 
rights—we are moving forward toward achievements of 
equality of opportunity for all people everywhere in the 
United States. In the interest of the Nation and of each of its 
citizens, that progress must continue. 

Legislative proposals of the administration in this field will 
be submitted to the Congress early in the session. All of us 
should help to make clear that the Government is united in 
the common purpose of giving support to the law and the 
decisions of the courts. 

Finally, by moving steadily toward the goal of greater 
freedom under law, for our own people, we shal! be the better 
prepared to work for the cause of freedom under law through- 
out the world. 

All peoples are sorely tired of the fear and the destruction, 
and the waste of war. As never before, the world knows the 
human and material costs of war and seeks to replace force 
with a genuine rule of law among nations. 

It is my purpose to intensify efforts during the coming 2 
years in seeking ways to supplement the procedures of the 
United Nations and other bodies with similar objectives, 
to the end that the rule of law may replace the rule of force 
in the affairs of nations. Measures toward this end will be 
proposed later, including a reexamination of our own relation 
to the International Court of Justice. 

And lastly, let us remind ourselves that Marxist scripture 
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s not new; it is not the gospel of the future. Its basic objec- 
tive is dictatorship, old as history. What is new is the shining 
prospect that man can build a world where all can live in 
dignity 

We seek victory not over any nation or people but over the 
incient enemies of us all; victory over ignorance, poverty, di- 
ease, and human degradation wherever they may be found. 


VITAL SPEECHES OF THE DAY 


We march in the noblest of causes—human freedom. 

If we make ourselves worthy of America’s ideals, if we do 
not forget that our Nation was founded on the premise that 
all men are creatures of God's making, the world will come 
to know that it is freemen who carry forward the true promise 
of human progress and dignity. 

I thank you very much. 


Organized Labor and The Future 


LACK OF PROPER LAW ENFORCEMENT BY LOCAL AND STATE GOVERNMENTS 


By CLARK MOLLENHOFF, Pulitzer Prize winning Washington correspondent of the Des Moines Register amd Tribune 
and other Cowles Publications 


Delivered before the 63rd Congress of American Industry, sponsored by the National Association of Manufacturers, 
New York City, December 4, 1958 


N THE FACE of the hearings of the McClellan committee, 
there can be no doubt of the economic and political 
strength of labor unions in America today. The power 

held by the International Brotherhood of Teamsters over- 
shadows anything the business barons of 60 years ago could 
have envisioned. 

[his is a power over every business in the nation. It is a 
power over every other union in America. It is a power that 
couches every home in America. 

| asked Jimmy Hoffa if he wasn’t afraid of anyone having 
uch power as he possesses, and he shrugged it off with the 
comment that “I don’t abuse it.’ 

there is a tremendous power in the Teamsters union with- 
out any help from special laws, but we have this power aug- 
mented by large tax-exempt treasuries and special laws that 
make the operations immune from the anti-trust laws. 

And, it should be clear that the special laws that give labor 
organizations the advantages they hold is a result of the polit- 
ical power that labor exerts. 

Whar is the source of this tremendous political power that 
unions hold? 

Some of it is the legitimate use of the force of the numbers 
of persons in organized labor, and the pressure that any large 
number of voters exerts in a democratic society. 

Burt, the McClellan committee has demonstrated dramatical- 
ly that much of the power flows from the millions of dollars 
that flow into political campaigns from union treasuries. 

The Federal Corrupt Practices Act prohibits the use of 
union funds in federal campaigns. But, we have seen that union 
funds are used extensively in city, county and state political 
campaigns. And, some of this union money—collected on a 
compulsory basis from union members—also finds its way 
indirectly into the federal campaigns from time to time. 

These are tax-exempt funds. Under our present tax laws 
they should not be used for political campaigns, but it is being 
done. And, so far, the Internal Revenue Service has continued 
on its long-time lax policy of doing little or nothing about it. 

Although this use of tax-exempt funds in politics is wide- 
spread the operations of the Teamsters union, and specifically 
of Jimmy Hoffa, represent the most dramatic example of the 
evils inherent in allowing any union official a free hand in 
using union funds in politics. 

James R. Hoffa, rwice-convicted of labor law violations, has 
a million-dollar treasury in his home area of Detroit. He is 
given authority to use this money in politics, or in any other 
way that he feels benefits the Teamsters union. This has given 
Jimmy a lot of rope 

James R. Hoffa—who tolerates thugs, robbers, thieves, 
arsonsgs and dope peddlers in union office—has a million- 


dollar kitty for political donations to help mayors, sheriffs, 
judges, prosecutors and judges in the campaigns for office. 

Examine how Hoffa and his Teamsters have used this 
money: 

Hoffa used $42,000 to contribute to a campaign to try to 
elect his union attorney as governor of Michigan. That move 
was unsuccessful. 

Hoffa and his organization contributed $17,500 to the suc- 
cessful 1956 campaign of Governor Herschel Loveless of 
Iowa, a Democrat. 

But, Hoffa's organization is bipartisan, and can prove it. 
His Central States organization tossed more than $10,000 on 
Fred Hall, a Republican candidate for governor in Kansas, and 
Governor Docking, a Kansas Democrat, got a similar amount. 

There were at least five states in which Hoffa admitted to 
the McClellan committee that he had money riding on one or 
both candidates for governor. 

Hoffa took $22,000 in union funds and put it into a public 
relations firm that paid political campaign cost and $100 a 
week to a Wayne county Michigan judge. The contribution 
came during a period when the judge had a key role in a 
criminal prosecution involving some of Hoffa's closest associ- 
ates in the Teamsters union. 

This year, Hoffa put $11,000 into the campaign of a Demo- 
cratic candidate for county attorney in Wayne County Michi- 
gan. 

The McClellan committee has brought out testimony show- 
ing what such contributions can do to law enforcement, 
prosecution and the attitude of the courts. 

Union members as well as employers have told their stories 
of the lack of effective law enforcement where union violence 
was involved. Bombings, beatings and arson went unpunished 
in many cases because of a lack of law enforcement. 

Police and prosecutors were shown to be lax in following up 
crimes when there was a union angle. Officials who weren't 
dishonest, were simply afraid to stir up the hornet’s nest that 
would be involved in aggressive action. 

It took the McClellan committee to bring out evidence of a 
$30,000 pay-off by the Teamsters union to a Tennessee judge 
in connection with a criminal case involving one of Hoffa's top 
leaders in the South. The Tennessee judge was finally im- 
peached. 

This was a judge who had control over all criminal prose- 
cutions in his county—he had the reins over the grand jury. 

Once that pay-off was made, the court was forever beholden 
to the crooked Teamsters who made it. Union members and 
employers had little or no chance for a square break in that 
court, regardless of the facts or the law. 

Union members have told the McClellan committee of their 
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CLARK MOLLENHOFF 


futile efforts to get aggressive law enforcement when they were 
beaten, or threatened for challenging the entrenched union 
leadership. 

Employers and lawyers have testified that there were areas 
in which it would do them no good to try to assert their rights 
to injunctions because the courts were stacked against them. 

Uncontrolled money power can corrupt politics, and we have 
seen the documented examples of how it has corrupted politics. 
Such huge contributions carry an obligation that should not 
be ignored. 

Adequate control over union funds is more important to 
employers and union members than the so-called right-to- 
work law. 

Control of union funds srtikes at the heart of the political 
corruption that has gone hand in hand with the power to throw 
huge amounts of tax-exempt money into a crucial campaign. 

There is a close connection between the fight against union 
racketeers and union corruption and the union power that 
management is so concerned about. I've heard management 
people scoff at the exposure of union racketeering and union 
corruption, and add that it is the power of unions that must 
be controlled. 

Unions should be brought under responsible control. The 
power should be curbed, without engaging in union-busting. 
But, the first step is to control the tax-exempt union funds— 
that is the source of political power, and the source of cor- 
ruption. 

If you relieve the pressure of big union contributions from 
politics—aside from those collected on a voluntary basis—you 
will make more public officials susceptible to reason. 

The first step in this direction should be an effort to make 
the Internal Revenue Service enforce the law on tax-exempt 
organizations. The laxity of the IRS has allowed tax-exempt 
funds to be used for politics under this administration, and 
under prior administrations. It is time that some of our federal 
tax Officials are forced to administer the law properly. 

The McClellan committee has brought forth testimony 
showing how Hoffa's organization has given almost cradle 
to grave protection to the hoodlums in the Teamsters. 

There was testimony that Hoffa instructed a Teamster 
official to bring him reports obtained from spying on the 
work of a Michigan grand jury that was studying Teamster- 
racket connections. . 

There was testimony that Hoffa had some of his thugs talk 
to a key witness, and persuade him to leave the state of 
Michigan. 

There was testimony that Hoffa made a threat to kill or 
injure a Teamster union official who had been brave enough 
to testify against him. 

There was testimony that Hoffa tried to coerce the prose- 
cutors who were taking aggressive action against his union. 

There was testimony that when indictments were returned 
against some of the members of Hoffa’s Hoodlum Empire, he 
arranged to supply them with the best attorneys at union 
expense. This was when some of the individuals were charged 
with selling out their own union members. 

There was testimony that Hoffa made political contributions 
to the campaign of a judge who made key rulings on the 
criminal cases of his Teamster pals. 

And, when all of this activity didn’t prevent some con- 
victions, Hoffa used hundreds of thousands of dollars in union 
funds to continue the salaries of the convicted labor crooks 
while they were in prison. 

And, the Hoffa Empire hired some labor crooks upon their 
release from jail, or helped arrange jobs for others. 

Certainly this is a sordid picture of the way union power 
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and union money have been used to distort our administration 
of justice. It raises the question of why the American people 
are not totally enraged at the arrogant display of power ex- 
hibited by Hoffa and others. 

The answer is simple: The full story of corruption as spelled 
out by the McClellan committee has not gotten across. It takes 
time for the American people to become aware of what the 
work of Hoffa and some of his lawyers is doing, and has done, 
to our system of government. 

I believe the full story will get across eventually, and for 
this reason I feel that the McClellan committee should be 
continued, 

While the full story has not been assimilated by the public 
generally, there has been a significant change of attitude in the 
country on labor matters in the last two years. 

If no labor reform legislation is ever passed, the McClellan 
committee work has changed the atmosphere. If you have a 
legitimate case against labor abuses, you can get some public 
attention today. You can speak of your grievances before a 
college group without being frowned on as an anti-labor re- 
actionary. This would not have been the case three years ago. 

This change in atmosphere is due largely to the work of two 
men—Chairman McClellan and his chief counsel, Robert 
F. Kennedy. 

The AFL-CIO has tried to claim credit for the big reform 
campaign in labor, but this would not have taken place if it 
had not been for the work of McClellan and Bob Kennedy. 
This doesn’t mean that George Meany didn’t want to clean 
house, but he wouldn't have had the facts nor the public pres- 
sure for the job if it hadn't been for the McClellan committee. 
What Meany has done in ousting the Teamsters and some 
others has been excellent public relations. He has given a 
public impression of sharp action to curb corrupt labor, and 
this is the major reason that organized labor has not been 
more seriously damaged by the McClellan committee revela- 
tions. 

But, the AFL-CIO can’t claim credit for helping to get the 
McClellan committee started, for their lobbyists were against 
it in January, 1957. 

Neither can management groups claim any credit for get- 
ting McClellan started, nor for the success that he and Bob 
Kennedy have enjoyed. Many management groups have refused 
to cooperate, and others have done so reluctantly. Some man- 
agement representatives were fooled into taking positions that 
nearly wrecked the committee in the Spring of 1958. 

Neither the Republican leadership nor the Democratic 
leadership can make any great claim to credit for what the 
McClellan committee has done. It is largely the result of the 
independence and courage of McClellan, the hard work and 
the integrity of Bob Kennedy, and the willingness of Senator 
Irving Ives (Rep., N. Y.) to.cooperate in establishing the 
committee and running it. 

The leadership on both sides of the aisle had been ducking 
its responsibility in the labor racket area for some time. 

The future of legislation in the labor field is contingent 
upon the operations of the McClellan committee this year. I 
am glad to report that the members of the committee have 
been working together in recent weeks on some vital problems 
involving the hot cargo clause and the secondary boycott. | 
hope that they continue to work together, and hope that noth- 
ing that either labor or management devises will set the 
members at each others throats. 

But, legislation is only a part of the picture. There are signs 
that the N.L.R.B. has paid attention to the McClellan com- 
mittee, and there are a number of Supreme Court decisions 
that have been as important as legislation in curbing the abuse 
of union power. 
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There is nearly unanimous agreement that a major problem 
exposed by the McClellan Labor Racket Committee is the 
lack of proper law enforcement by local and state government 
units. You know something about the situation in your own 
community, but the McClellan committee has documented that 
there is a widespread laxness in enforcing criminal laws where 
unions or union leaders are involved. It was true in Tennessee, 
in Pennsylvania, in Ohio, in Michigan, in Wisconsin and in 
Illinois. In some cases, the police made little or no real effort 
to catch the labor crooks. In other cases, the prosecutors let 
the union-connected thugs off without prosecution. In other 
cases, union money was used freely to help the political cam- 
paigns of judges—the Teamsters even made such contributions 
while a judge was sitting on a criminal case involving Team- 
sters officials. 

The same use of union money that tends to corrupt prose- 
cutors and influence courts in criminal cases, is also a factor in 
weighing—or fixing—civil cases in favor of the union. 

Employers in Wayne county, Michigan, told the McClellan 
committee that their lawyers advised that although they had 
a good case, it would do them no good before most of the 
judges. They were told that union political power and union 
political funds had stacked the courts against them. 

[c makes no difference what kind of state criminal laws 
are on the books, if business stands idly by and allows—yes, 
and frequently helps—union labor to corrupt police, prose- 
cutors and sheriffs. 

It makes no difference what rights employers and unions 
are granted under the civil laws, if the courts have been 
influenced to interpret those laws so that one side is always 
the winner. 

You have a big stake in honest and impartial law enforce- 
ment on the local and state levels. But, the chances are that you 
employers are doing little or nothing about correcting the 
corrupt conditions that exist. 

There is something businessmen can do to expose and 
eradicate the union-gangster alliances that have grown up in 
many communities. 

As individuals citizens in your communities—not as mem- 
bers of NAM—you can establish and support a totally non- 
partisan crime commission. I emphasize that this should not 
be a politically partisan crime commission. Every effort should 
be made to keep it away from the machinery of either the 
Democratic or Republican parties. 

This labor racket problem is not one that is restricted to one 
party or the other, despite what some political figures may 
tell you on this subject at election time. The really big union 
crooks are totally bi-partisan—they'll pour money into the 
campaigns of either Democrats or Republicans if they can 
buy or neutralize the courts and law enforcement. 

The crime commission needs enough funds to hire one 
or two top notch former F.B.I. agents, or persons with com- 
parable experience. The size of the office staff depends on your 
community. 

The director of your crime commission should be totally 
isolated from political pressure from either party. 

Ir should not be an employer dominated operation. It 
should not be an organization to investigate unions as such. 
Its reports should not be documents condemning unions, as 
unions. 

Ir should follow all major criminal activity, and all forces 
tending to corrupt or pervert law enforcement or the judicial 
processes. 

If the crime commission is diligent in pursuing all major 
criminals, it will also handle any labor-connected criminals in 
your locality. 

It the crime commission is diligent in pursuing the forces 
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that seek to interfere with honest administration of justice, it 
will naturally follow the activities of those elements of labor 
who try to fix or coerce the courts. 

Whar can a crime commission do? Here are a few things: 

1. It can provide expert investigators to examine the shoot- 
ings, beatings and other violence in your area. It can serve as 
a double check on the honesty and efficiency of police. It can 
make reports on arrests and the dispositions of cases. 

2. It can search out the criminal records from the police de- 
partments and from congressional committee reports or other 
sources, and expose the factual background of those crooked 
labor elements that occasionally drop into a community. 

3. It can serve as a central point for newspaper reporters, 
congressional investigators or others who are searching for an 
objective report on activities in your community and would 
consider reports from straight labor or management groups 
to be biased. 

There are those areas in the country where dishonest man- 
agement has corrupted the law enforcement or courts as 
much as labor. In other areas, formerly honest management 
may be frantically trying to corrupt the courts or other officials 
while rationalising that this is the way the game is played, and 
so they must also be dishonest to survive against dishonest 
labor. 

Many of these management people are in the process of 
doing the very thing they despise in some union labor officials. 
This is not the answer to your problems. If you engage in such 
dishonesty, you are no better than the lowest Teamster rene- 
gade. In addition, you are making it impossible for you to fight 
dishonest labor, and you are flirting with public exposure. 

Most of you say you believe in the American Way, and that 
you are great supporters of democracy. If you really believe 
in the American Democracy, you will try to put forth some 
effort to make it work. 

If you are satisfied with fair play from the police and the 
courts, then don’t try to corrupt them. Put some money and 
work into the job of making the system honest. 

A crime commission isn’t the whole solution, but if it is 
administered properly it can go a long ways toward eliminating 
much of the racket influences from law enforcement and the 
courts. 

There are employers and others who have told me that the 
majority of the union members don’t care if they are tied to a 
yoke of compulsory unionism, or if their officials are corrupt. 
There are some union members like that. 

There are union men and officials who tell me the root of 
the trouble is in business community. They say the majority 
of the businessmen don’t care about honesty in government or 
business, worship the almighty buck, and are even eager to 
do business with crooked labor. We must admit there are 
some employers like that. 

I do not believe that the majority in labor or management 
have fallen to the state where right and justice mean nothing. 
I do not believe that the majority of the people in this country 
are unconcerned over the power and the gangster domination 
of the Teamsters union as it exists today. 

I will not accept as fact the thesis that the American De- 
mocracy cannot protect itself against the ravages of Big Labor 
or Big Business. 

I believe that the American Democracy can operate honestly, 
and is not doomed to fall before the power or corruption of 
racketeers. But, I know that the American Democracy does 
not function automatically. It needs aggressive and honest 
people who will work as hard for its success as the crooked 
elements are working for its destruction or perversion. 

If you really believe in this system of government, you will 
do something to make it work. 
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In The Middle of The Road 


THE IMMINENT PERIL TO TWO-PARTY SYSTEM 


By ALPHONZO E. BELL, JR., Chairman of the Board of Directors of the Bell Petroleum Company and immediate past chairman 
of the Republican State Central Committee of California 


Delivered at the breakfast meeting of the Economic Round Table, the University Club of Los Angeles, California, 
December 5th, 1958 


Round Table: There are two great ordeals which the 

American public must endure as a result of our 
freedom to elect public officials. One is the superabundance 
of political oratory which precedes every election. The other 
is the superabundance of political oratory which follows every 
election. 

I hope you will bear with me while I make my con- 
tribution to the verbal effusion. For it seems to me that, 
remarkably enough, there are some things which have gone 
unsaid both during the campaigns and afterwards which are, 
or should be, vitally important to every thoughtful citizen in 
California, and elsewhere in the United States . . . matters 
which constitute a challenge to the whole foundation of our 
politics, our government, and our nation. 

Undoubtedly it is expected that any Republican in Cali- 
fornia these days would be speculating about dire and far 
reaching threats to our American system. And, stripped of 
my shining armor, I nonetheless stand before you this morning 
only slightly abashed in the loin cloth of my Republicanism. 

But let me make it clear that I am not speaking as a parti- 
san, nor addressing you as partisans. The subject I want to 
discuss, while manifested in various election contests in Cali- 
fornia and throughout the nation last month, is not a problem 
which has suddenly come upon us this year; nor does it exist 
because of the present low ebb of one party in relationship to 
the other. 

What I want to talk about is a matter which should be of 
equal concern both to Democrats and to Republicans . . . it 
is the imminent peril of America’s two party system. 

Long ranked with such sacred institutions as the Constitu- 
tion and the Bill of Rights as one of the important check and 
balance devices which work to protect the traditions of our 
Federal Republic, the two party system is today being jeopard- 
ized by millions of voters of both political persuasions and 
by ever growing numbers of office seekers who, perhaps with 
justification, feel that it is their responsibility exactly to mirror 
public opinion. 

For at a time in our history when, in business, the or- 
ganization man enjoys almost unprecedented recognition and 
affection, his political counterpart, the party man, has become 
at best a person to be tolerated and at worst an object of 
derision and scorn. 

To my considerable regret, the maturing younger element 
of both parties, men and women who constitute the heartbeat 
of our politics, are coming increasingly to believe that the 
least effective means of obtaining personal recognition and 
respect, or of achieving public office, is by working one’s way 
up the ladder of a party organization. 

Rather, the rewards of victory and advancement are more 
often than not going to the self-styled independent, the in- 
dividual who is, or seems to be, at war with his own party, 
the individual with the gift for nomenclature who takes unto 
himself such labels as “middle-of-the-road” to substitute for 
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platforms, ideas, and programs. 

In this age of the advertising man and the psychologist, of 
subliminal television and image projection, we are encounter- 
ing a kind of semantic tyranny in which the great voting 
public flinches or glows warmly in conditioned response to 
verbal stimuli drawn with care from the political lexicon. 

A case in point is the catch phrase “middle-of-the-road” 
which was once, we must say in all fairness, a reasonably 
sound description of a group of philosophic pioneers who 
functioned, within their parties and in government, at a time 
when the right and the left sides of the road were fairly well 
defined and understood. 

But today the self-descriptive brand “middle-of-the-road”, 
by itself, offers little more than a verbal vehicle for riding 
the crest of present day American antagonism toward extremes 
of radicalism and reaction. And on this basis multitudes of 
politicians, blessed as they are with an inborn understanding 
of Darwin, and given to quick adjustment to their environ- 
ment as the only means of survival, have adopted its protective 
coloration to blend into what has become a recent, if not 
entirely new look in American politics. 

It is a look, I am sorry to say, which has in some cases 
made candidates of both the Republican and the Democratic 
parties virtually indistinguishable from their surroundings . . 
and from each other. We cannot long survive in a free land, 
my friends, without political alternatives and responsible 
opposition. That is the great danger in the middle of the road! 

Furthermore, from this situation, indeed almost as a natural 
consequence, the mantle of political “independence” has been 
made a respectable cloak by an electorate which somehow 
has come to believe that there is special virtue attached to 
those public officials most remote from the parties which they 
represent. 

What I fear that we are going to get as a result of this 
“independence” is not the moderate approach to the solving 
of governmental problems which is somehow implied in the 
promotion of such campaigns, but, rather, a gradual deteriora- 
tion of our two party system and a total disintegration of the 
voter education process which should be inherent in American 
elections. 

When we elect candidates who are, or give the impression 
of being, at loggerheads with their parties, we cannot help 
but weaken the foundation of strength and public responsi- 
bility on which these two parties rest. And when we elect 
candidates who avoid issues like land mines we provide en- 
couragement to future waves of “surprise package”, “don’t 
open ‘til Christmas” political standard bearers who have been 
given every reason to believe that the man who wins elections 
is the ideologically invisible man. 

I am hoping, my friends and opinion molders of the Eco- 
nomic Round Table, that you will take a kind of reverse 
Miltown with me and begin worrying about this problem 
For against the backdrop of what are commonly regarded as 
classical “middle-of-the-road” convictions exists a veritable 
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galaxy of theories and ideas, good and bad, sound and dan- 
gerous, so numerous and complex as to be almost beyond the 
omprehension of all burt the most serious students of govern- 
ment. Our two party system, functioning as it should, makes 
t possible for the most important of these ideas to be clarified 
nd culled out for consideration by the Congress, the state 
egislatures and the American public at election time. 

his is, of course, another compelling reason for encourag- 
ing men and women who are interested in politics to come in 
the front door through service in one or the other of the two 
parties 

All too often, I fear, even thoughtful citizens tend to ignore 

e import of a political party in determining the course of 
government policy. Particularly within the majority party, the 
first and usually the most significant debates on key national 
nd state issues are held. 

It is in this arena, often under rough and tumble circum- 
stances that make our Congress and our State Legislature 
seem lackluster by comparison, that the great compromises are 
wchieved which result in the party platforms and then the 
legislation which will govern us. 

Theodore Roosevelt once said that “the law of life is the 
fundamental law of strife; and it is only through painful 
effort, grim energy, and resolute courage that we move on to 
better things.” He could not have done a better job of describ- 
ing the American political ‘system. 

And it is perhaps here that we gain an insight into the 
whole problem of public distaste for party politics and poli- 
ticians. For the turmoil, the revolutions, the volcanic erup- 


tions, are not adequately understood for what they are... a 
great safety valve which protects and preserves our democratic 
system. 


It has been, and I hope it always will be, on the turbulent 
partisan political battlefield that men and women under trying 
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circumstances learn “the art of achieving the possible” in that 
ever explosive ideological warfare that has given, and will 
continue to give, life and purpose and form to our nation. 

So, my friends, I cannot join in the present day eulogizing 
of the political “independent”. And I am afraid that our 
government is headed for eventual starvation on the low pro- 
tein intellectual diet now being offered to us by specious 
“middle-of-the-roaders” of both political parties who campaign 
for election on platforms of platitudes and silence. 

In the past few years there has been a combined political, 
social, and economic revolution which has brought vast new 
power to the western part of the United States. With that 
power has come immeasurable responsibility and opportunity 
which we cannot afford to ignore. With so many eyes focused 
on the West (and so many minds speculating about that 
manner of creature who thrives in what some still believe to 
be a primordial ooze on the other side of the Rockies), it's 
time for us to pick up the mantle of leadership. 

Already something of a western concept of government has 
been created. We can give clarity and luster to that concept 
with ever increasing public diligence against cowardice, vague- 
ness, and feather-headedness in our politics. 

By our votes I think we should stop glorifying the cliche, 
stop penalizing the men in public life who have the courage 
ro stand for something, stop encouraging candidates to keep 
their mouths shut until they get into office, and, most im- 
portant of all, stop repudiating, year after year, men and 
women who have functioned courageously and responsibly 
within America’s two party system. 

For it is on this field of honor that the great leaders of the 
future will be groomed to meet tomorrow's challenges in a 
world where politics reigns supreme and where all the 
mallifluent but meaningless phrases have been tried and found 
wanting. 


Some Aspects Of Economic Growth 
And Public Policy 


THE PRESIDENT’S PROPOSED BUDGET IS A KEY ISSUE 
By DR. GABRIEL HAUGE, Chairman, Finance Committee, Manufacturers Trust Company, New York 
Delivered before The Economic Club of New York, New York City, January 14, 1959 


. IS A GENUINE PLEASURE to meet with the Economic 

Club of New York this evening, because I believe that 

the members of this organization can play a significant 
part in the taking of certain economic decisions that lie before 
us as a nation in 1959. Fortunately, these decisions are not 
the sort that would face us in a declining economy. Rather, 
they relate to issues—no less stubborn in their way—arising 
from the process of economic growth. 

In immediate terms we are rebounding vigorously from the 
1958 recession. In a longer range sense, we are at the start of 
1 new and dramatic era of research and development, of pro- 
luction technology and of the wider use of goods by a popu- 
ation already so well provided that a third of its expenditures 
falls within what has been called “optional consumption.” 

We stand on the threshold of a “half-trillion dollar econ- 
omy”. That is something that no people—or its leaders— 
have ever been held accountable for in the history of the 
world 

We also stand at the threshold of decision as to how best to 
achfeve this prospective expansion of the economy and as to 


whether it is to be in real terms or, in large part, the dis- 
tention of inflation. 

As you all know, a considerable controversy is developing in 
Washington as to what emphasis economic policy this year 
should place on increasing the rate of expansion on the one 
hand and on achieving greater stability of prices on the other. 
This debate will doubtless continue not only through 1959, 
but for some years to come, regardless of which individuals 
or parties are controlling. If you don’t know where you are 
going, of course, any road will take you there. We should be 
able ro make better progress toward a decision in these matters 
if we ask ourselves certain questions about growth in our 
economy. 

1) What is a desirable and attainable growth rate for the 

economy as a whole? 

2) Where do we want this growth to take place—mainly 
in the private sector of the economy or in the activities 
of government? 

3) How can we act so that economic growth is healthy, 
hence steadier, in terms of a stable dollar? 
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GABRIEL HAUGE 


Each of these questions is a far-ranging one, and cannot be 
fully answered in one of three speeches here tonight. Never- 
theless, some aspects can be considered. Maybe a spark or 
two can be struck. Perhaps an impulse to action can be gener- 
ated. 

I 

First, consider the rate of economic growth. The subject 
has attracted much discussion and inquiry recently, as you 
know. This is good. It is quite wrong to believe that economic 
growth in a free society proceeds quite independently of what 
we as a people do or fail to do about it. By the same token, it 
should be pointed out that economic growth is a fundamental 
thing that is not conjured up by elaborate arithmetic and by 
placing a tap on the public fisc. 

As we look ahead to the future of the economy, the most 
important characteristic is truly its growth potential. I speak 
now, not of growth in the special sense of making up depres- 
sion and wartime shortages and losses, but growth that can— 
if we prudently manage out affairs—represent a massive 
deepening and broadening of our economic base. From that 
base we can launch new efforts to insure our security, foster 
strength in the Free World, improve the level of family living, 
rebuild our urban slums and eroded farm areas, better our 
educational opportunities and penetrate some of the mysteries 
that lie beyond our planet. 

We have gone ahead as a nation in this business of supply- 
ing daily bread—and more—because we have been critical 
of ourselves. We have always sought to do better. But some- 
times I think we err in denigrating our economic growth 
record which over the past decade, for example, has averaged 
about 3.6 percent annually. This has been compared adversely 
with a reported rate of twice that in the Soviet Union, to take 
a case in point. It is not my purpose tonight to speak of the 
bases of such a comparison, but we should remember that 
growth rates are related to stages of economic development. 
Actually, statistics indicate that the United States’ economy 
experienced at an earlier stage of its development, from 1880 
to 1920, a growth rate of about double that of the last decade. 
We have always been proud of this period as marking a tran- 
sition from a frontier economy to that of a great industrial 
power. But it is perhaps more remarkable that our economy 
has continued to show a growth that is substantial in per- 
centage terms—and, of course, larger than ever in absolute 
terms—for these several decades since we approached indus- 
trial adulthood. 

Moreover, exciting years lie ahead. Under our system of 
private incentives, new frontiers have continued to emerge 
in science and technology and in new ways of family living. 
With the current expenditure of over $10 billion yearly on 
scientific research and development plus population growth 
and provision at all levels of government for needed public 
facilities, we have every reason to expect the economy to move 
ahead briskly in the coming decades. And we have the further 
expectation that in this economic growth, we shall have a 
richness and diversity of goods and services unmatched by our 
own Or any nation’s experience. 

It is the unique prospect of the United States of America 
thac our economy can now allocate a large and increasing 
share of its future growth for the attainment of ends above 
and beyond the provision of ordinary daily needs of its people. 

Having said this, I must admit that I find it difficult to 
accept some of the extremely high forecasts of economic growth 
that have been lately propounded—especially by those political- 
ly-inclined who seem intent on spending the fiscal fruits of 
growth before they are actually achieved. We hear from these 
quarters that to insure a high rate of growth it is necessary 
first to achieve a high rate of public expenditures. 
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In practice these proposals usually boil down to an emphasis 
on more public spending. They are reminiscent of the theory 
propounded by the pessimists of the 1930s that our private 
economy was plagued with a malady called “secular stagnation” 
and that it could only be sustained by vast public investment. 
History discredited this theory. Public expenditures then 
undertaken produced no growth rate to cheer about. Only the 
advent of war saved that false doctrine from complete and 
open repudiation. On the record, it is extremely difficult to 
support. It merits the attention today of no one except its 
intellectual prisoners. 

My own view is this: it is entirely reasonable to believe 
that the economy can continue to grow at least as fast as in 
the past decade. Considering the vast improvements in tech- 
nology and in our stock of capital, it probably can grow some- 
what faster. We can enhance those prospects by changes in 
our fiscal system which spur investment in modernized equip- 
ment and new processes. In this regard, it has been well ob- 
served that our future progress depends, not on producing 
more for more, but on producing more for less. We can spur 
growth, too, by keeping competition healthy and resisting 
monopoly power wherever it exerts itself corrosively in our 
economy. 

An annual growth rate in the vicinity of 4 percent seems 
well within our grasp. This would very soon mean an addi- 
tional $20 billion of goods and services a year—and more as 
time went on. That would be sufficient to make sure of our 
defenses, provide resources through various channels to help 
the efforts of other peoples in their economic development, 
provide for requisite public facilities at home and still provide 
a million new families a year with a completely furnished 
home or with an equivalent amount of new products that are 
not yet on the market. When we multiply this by 10 or 20 
years, it is obvious that reasonable but attainable rates of 
growth in terms of our experience will yield the resources to 
make striding progress in the American way of life and in 
strengthening the foundations of the Free World within which 
to live out our lives in peace and achievement with our 
neighbors. 

II 

Consider now the second question raised at the beginning 
of this discussion: Where do we want this new growth to 
take place—primarily in the public sector or in the private 
sector of the economy? 

Even though the current upturn in business may be char- 
acterized as the most competitive recovery of the postwa 
period and even though the lull in inflationary pressure on 
prices that we now enjoy may persist well out into the year, de- 
mand will likely be pressing again upon productive resources 
as we leave this decade behind. In the grace period that will 
be accorded us in 1959, we must face the issue of where we 
want the growth of the 1960s to take place. 

There are many ways in which this decision will be put to 
us. Tonight let me take up with you but one—the major one 
It is the federal budget for the fiscal year beginning next July. 

The President, as you know, has announced his intention 
of proposing to the Congress next week a budget that is in 
balance at about $77 billion. As compared with the budget 
estimates of only two years ago, revenues are up by $5 billion, 
but all of that increase—partly reflecting the impact of the 
recession—has been absorbed by larger expenditures. If the 
President had not expressed his opposition by veto and other- 
wise, at the last session of Congress, it is fair to say that bills 
aggregating an additional $5.5 billion of future expenditures 
would have been enacted. 

The President's new $77 billion proposal seems designed to 
maintain this common-sense attitude in budgeting. But al- 
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ready the advocates of a hundred schemes for larger federal 

expenditures are voicing their demands in the new Congress. 

These demands, if approved, could well raise federal spending 

to at least $80 billion in fiscal year 1960 and, perhaps, to a 

figure approaching $85 billion in fiscal year 1961. 

Is this the course we wish to take? 

The nation should stop, look and listen before it is so 
persuaded. The growth of the economy will bring, to be sure, 
added tax revenues without higher tax rates or more taxes. 
But are we prepared to commit in advance the growth of 
federal revenues for the next several years to support higher 
federal outlays? Is our program simply to be one of matching 
higher revenue yields with higher expenditures? 

Such, it seems to me, is a woefully uninspiring objective for 
an economy sparked by private enterprise and about to enter 
a great new age of technical development. Surely the Presi- 
dent was right, in his State of the Union Message last week, 
in advising us to prepare for the near day when we could 
allocate some of the imcrease in tax revenue from economic 
growth to the revision of the tax structure that would release 
additional private capital and initiative to exploit the vistas 
of economic progress. And surely, also, we must bear in mind 
the rightful claim of debt reduction to some surplus revenues 
at suitable times. 

If we are to have the luxury of these choices, we must begin 
right now to exercise discipline over the expenditures for 
fucure years. Such discipline begins with the present budget, 
for program increases in this budget will breed increases in 
future years. 

I cannot, of course, say to you that this is an absolutely 
ideal budget. Until the heirs and assigns of Plato convoke an 
assembly of philosopher-kings, we shall probably have to get 
along without such a perfect document. In the give and take 
that characterizes this kind of decision-making in a democracy, 
no such perfection is possible. 

For the first time in several years I have not been immersed 
in Washington budget making. But after some study and 
inquiry I have satisfied myself on two things about the Presi- 
dent's proposal: 

|) the revenue estimate which appears to total roughly 

$76.5 billion, after allowing for certain proposals to in- 

crease receipts, is reasonable; 

2) the reduced expenditure level of about $77 billion 
appears reasonably arrived at for the real and foreseeable 
needs of the year ahead, after recognizing the decline 
in some expenditure categories enlarged this fiscal year 
by special factors, such as the recession, and after admin- 
istering some hard-headed but sensible treatment to 
other existing programs and proposals. 

Gentlemen, the budget which the President has outlined is 
a key issue on which each of us can take a stand. I can recom- 
mend it to you in broad terms as fiscally sownd and economi- 
cally valid. 

Of course, we do not know all its details. But I think we 
can all agree that $77 billion can command a lot of goods and 
services. The President says it provides adequately for the 
national security. I am willing to accept his judgment on that 
matter because, on the basis of six years close association with 
him, I have no doubt whatever that, if he felt he needed anoth- 
er billion or two or five for defense, that extra sum would be in 
the budget. Even the inference that he is skimping on the pro- 
vision of an adequate defense in order to achieve some other 
objective, such as balancing the budget, is as preposterous as 
it is repugnant. 

In the President's judgment his $77 billion budget also 
adequately provides for non-security needs. He invested a great 
de® of personal effort in the preparation of this budget. He 
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brought to it a fine sense of fairness toward conflicting claims 
for budgetary support that are important to organized groups 
of our people. This budget is probably as equitable a one as 
could be put together today in the interests of the various 
groups concerned but, above all, of the whole of the American 
people. Such minor changes in allocation as may prove desir- 
able need not alter materially the overall toral. 

By getting back of the President's budget promptly and 
vigorously we can help determine now, in 1959, how much 
economic growth will be absorbed by future activities of the 
federal government. We can help invigorate the private 
sector of the economy. By so doing we can keep strong the 
drive essential to our free system. 


Ill 

A realistic appraisal of growth goals, a sensible perspective 
on the limited role of the public sector in an economy like 
ours will spur progress in gaining a third objective: economic 
growth that is healthy in terms of a stable dollar. 

Now I am aware of the fact that this subject covers oft-tilled 
ground. I propose to make but a few comments and a sug- 
gestion on it tonight. It is a subject that evokes many views. 
There are those who apparently regard inflation in some 
degree as essential to a good rate of growth. This position is 
reminiscent of the remark of a taxi driver to my wife who 
remonstrated with him for going through a red light, “Oh,” he 
said, “I've got to go through this red light, so I'll catch all the 
others on green!” 

There are those who take a rather pessimistic view that 
inflation is inevitable but who are willing to join in some 
futile gestures against it like the outfielder who throws his 
glove at a ball sailing out of the park. Then there are the 
flourishing practitioners of escalation who, in effect, offer to 
supply cushions to a few in a theater so that they can see over 
the heads of those in front of them but whose scheme is going 
to look pretty dubious when everyone is supplied with a 
cushion. 

I start from the assumption that inflation is not necessary 
for business growth—the economy doesn't need to run a 
little fever to keep healthy—and further that we need not 
accept it as inevitable. I regret that time permits me only to 
assert these conclusions. But I want to use my remaining time 
to get on to one simple point about it all. What we need most 
is wide public understanding of the price of price inflation. 
Then, I think, we will get the public response to change some 
of the well-known conditions that foster it. 

Each of the more than a thousand of us here tonight deals 
with scores of customers, employees and stockholders, in 
carrying out the daily routine of executive duties. In these 
regular contacts with literally thousands of our fellow Ameri- 
cans we have an opportunity to make a few plain points about 
each American’s stake in a stable dollar. 

The first, and clearest, point is this: A steadily rising price 
level erodes the value of savings. This fact is familiar to all 
of you. But it is obviously not clear to the majority of people 
who are continuing to set aside record amounts of money in 
savings deposits, life insurance, pension funds and other fixed 
assets, including still substantial amounts in U. S. savings 
bonds. This group includes most of the employees of com- 
panies represented in this audience. It is as essential that we 
communicate with these workers on the future value of savings, 
as it is that we continue what have come to be almost com- 
pulsory annual discussions on the level of current earnings. I 
only wish that an estimated deduction for the effects of infla- 
tion could be attached to every paycheck as plainly as we now 
indicate the effects of taxes, insurance premiums and other 
items that are deducted in a literal sense. 
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CHARLES A. PERLITZ, JR. 


It is essential that we make this effort now to obtain some 
public realization of the importance of price stability. If the 
realization comes only after inflation has made a mockery of a 
generation of thrift, the result is not likely to be just a minor 
change in our monetary or fiscal policies. In the public re- 
action that would inevitably accompany such a development, 
it does not require much political imagination to visualize a 
proposal requiring the federal government to make up—with 
direct individual payments—the difference between the stated 
and the “real” value of individual pensions or savings deposits. 
Should we ever reach this stage of universal escalation it is 
difficult to envisage what kind of economic system would re- 
main. 

It is my own conviction that understanding of these facts 
by millions of Americans would make a difference. Let me 
make a modest proposal. Last year, according to the Post Office 
Department, approximately 26 billion first class letters were 
mailed by business in this country. Add to that the billions 
of interoffice letters and pay envelopes that business distributed 
last year. Here is a matchless communication system that is 
available to carry simple messages on “your stake in a stable 
dollar.” They should be short, direct, relevant, thought-provok- 
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ing. They should be designed to evoke constructive action, not 
destructive argument. 

I am venturing now into a field that many in this audience 
are better qualified to handle than I. I have done so only to 
indicate my feeling of urgency about a wider public under. 
standing of the economic issues we are about to face. 

It has become almost an Amereican ritual to have a meet- 
ing like this and hear a speaker on some matter of public 
interest. But in many cases, I fear, that is the end of the matter. 
We pur out our cigars, bid each other good-night, return to 
our homes and resume next day our absorbing daily activities 
as though no meeting had taken place. Tonight, I hope the 
end result of our coming together will be action. I believe this 
pleasant dinner will be useful to us—and to our children— 
if each of us is moved to think and act about the problems 
discussed here. 

Professor Alfred North Whitehead stated the challenge 
of this hour in the philosopher’s terms when he said, “A great 
society is a society in which its men of business think greatly 
of their functions.” It is the function of business leaders to 
point the way toward attainable, privately produced and stable 
growth in this economy. I hope we shall both think greatly 
and act strongly to achieve it. 
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ONIGHT I want to talk about the state of your business 

—and mine. Now by “business” I do not mean the 

various commercial ventures by which we earn our 
bread and butter. Let’s consider something more important 
than that; namely, the “business” of planning, organizing, 
and conducting the affairs of our society in accordance with 
the democratic principles upon which this nation was founded 
and the principles of the free enterprise system which has 
contributed so much to the welfare of the American public. 
This is the business of politics. It is your business and my 
business. And I submit to you—it is in very sorry shape! 

The businessman, in the hundred years or so of his emi- 
nence, has built strongly and well. The fact that America is 
the world’s most prosperous community, designed and operated 
by America’s businessmen, is not only an oft-stated fact, but 
more importantly, a true one. 

We have spanned a continent and we have given to the 
land and built on the land new dimensions of prosperity. The 
United States has today the highest standards of living of 
any nation in the world. This happy result is not mere luck. 
It is the direct consequence of the businessman’s daring and 
courage. The fact that nations throughout the Free World are 
today copying and applying American business methods pays 
high tribute to his achievements. 

Yet, amid all this obvious and unassailable evidence of 
good things and good living, the businessman in this very 
hour of the twentieth century finds himself pilloried, maligned, 
and ignored. His motives are questioned. His objectives are 
ridiculed. His hopes are distorted. In the arena of public 
opinion, he stands naked and alone, a scorned figure allegedly 
opposing the welfare of his fellow citizens. Why should this 
be so, and what can we do about it? These are the questions | 
should like to explore with you for a few minutes this evening. 


I. THE RECORD 
Let us begin by looking at the record. Since 1952, at least, 
the administration in Washington is supposed to have been 
pro-business. Yet considerable legislation which is unfavor- 
able to business has been enacted since that time, and still 
more anti-business legislation has been defeated by narrow 
margins. The trend is all too clear. Each passing day witnesses 
the growing encroachment of Federal regulations and controls 
in business affairs, a growing tide of sentiment against the 
businessman, and the role he plays in modern society, and the 
placing of increasingly heavier shackles upon competitive 
business activity. Let me give you some examples: 
The Senate Anti-Monopoly Subcommittee is currently con- 
ducting an investigation of so-called “administered prices.” 
It appears that the main effect of this investigation, and 
particularly last year’s study of the steel industry, is to place 
all blame for inflation upon the pricing policies of American 
industry. The testimony before the Subcommittee, and the 
findings thus far, have generally ignored such primary in- 
flationary factors as heavy Federal spending, the growing 
Federal deficit, and union-impelled wage boosts which have 
outpaced increases in industrial productivity. 
Earlier this year, a Federal grand jury in Alexandria, Vir- 
ginia, handed down an indictment charging twenty-nine 
oil companies with engaging in “an unlawful combination 
and conspiracy to raise, fix, and stabilize the prices of crude 
oil and gasoline.” This charge is wholly without foundation. 
As the chairman of the board of one of the defendants re- 
marked, “if there had been any price conspiracy—as there 
certainly was not—it would have to be marked down as 
one of the most unsuccessful in history,” because ever since 
that time prices have been declining. 
In 1954, the United States Supreme Court handed down a 
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decision which had the effect of placing natural gas prices 
under the control of the Federal Power Commission. The 
natural gas producing business is a highly competitive field, 
in which thousands of independent firms are active, and 
there is no sound economic ground for placing it under 
Federal controls. Several attempts to counteract the Supreme 
Court ruling with Federal legislation have been made, but 
all have failed, either because of a Presidential veto, or lack 
of Congressional support. 
Strong political forces are at work to secure passage of a 
bill known as S.11. This bill would interfere with the ef- 
fective working of price competition, work great damage 
on many business concerns, create a vast snarl of legal and 
regulatory problems, and ultimately result in economic 
waste and higher prices to the public. It is a politically 
inspired bill; its sponsors are seeking to gain the support of 
small business and the public under the guise of an attack 
on the pricing practices of the larger concerns. 

I could cite many more examples of the rising tide of 
political action and sentiment which is running against the 
businessman. The businessman today is beset and besieged on 
every side. Before Congress, grand juries, the courts, govern- 
ment agencies of all types, and the public generally, he is 
called upon to explain, justify, and defend his actions. 


Il. WHAT HAS HAPPENED? 

It is high time we put to ourselves the question: What 
has happened? How has all this come about? Need I remind 
you that it wasn't always this way? 

In the early shining days of our Republic’s birth, business- 
men occupied a position of leadership in national affairs. They 
welcomed as an honor the opportunity to serve their country 
in political capacities. The politicans were the giants of the 
time. They were men of intelligence and courage. They were 
literate men, who understood with sharp clarity the inter- 
dependent roles of businessmen and politicians in the building 
of a nation. In those dangerous early days, politicians and 
businessmen worked hand-in-hand, in mutual confidence and 
respect, as they went about the awesome task of building a 
great, new country in the midst of a wilderness. 

But somewhere in the long and tortuous struggle from 
fledgling nation to the mightiest country the world has ever 
known, politicians and businessmen have fallen out of step. 
The businessman has lost much of his position of influence 
and leadership in national affairs. All too often today, he 
appears in the national scene solely in a defensive role, trying 
to justify his methods and procedures and his contribution to 
modern society. Let me suggest three reasons why this has 
happened. 

Businessmen Were Often Inept 

First, I think we must frankly recognize that business has 
let labor leaders take over the field of politics. In a recent 
speech before the House of Representatives, Representative 
Ralph Gwinn of New York told how he was visited by the 
chief executive of a large and powerful trade association. 
This man had worked hard for the re-election of President 
Eisenhower—burt had done little or nothing to support Con- 
gressional candidates in their campaigns. ‘So this man wrote 
the President a thoughtful letter outlining what he regarded 
as ‘must legislation’ in labor-management relations.” 

“What our industrial leaders don’t understand,” said Con- 
gressman Gwinn, “is that while businessmen were electing a 
President in 1956, the AFL-CIO was electing a Congress. 
And Congress, not the President, enacts all laws. The President 
may propose. The Congress can act or not, as it sees fit.” 
Quring that 1956 election, when businessmen were busy 
electing a President, organized labor was active in three 
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hundred of the four hundred thirty district elections. Labor 
was successful in more than one hundred seventy-five of them. 
“Like Rip Van Winkle,” Congressman Gwinn concludes, “the 
businessman has been dead asleep for twenty years—all 
through the revolution.” Even with all the scandal from the 
McClellan Committee, not one labor bill passed the Congress 
just adjourned. The Kennedy-Ives bill was really a sweetheart 
bill for labor and, fortunately, did not pass in the House. 
Businessmen Have Been Too Busy 

Next, I believe the businessman has simply been “too busy” 
to understand and adjust to the changes taking place in his 
social and economic environment. In a recent article, Saville 
R. Davis, Managing Editor of the Christian Science Monitor, 
takes the businessman sharply to score on this account. He 
points out that “businessmen have built a new system and 
a new society in the last fifty years, but they may be elbowed 
out of it by the politicians, the labor leaders, and the intel- 
lectuals.” He says these things have happened: 

“The attitudes of businessmen generally have not kept pace 
with the change. They were too busy bringing it about. A 
few of them have studied and now understand the new social 
climate in which business must operate. But most of them 
have been pre-occupied with the job itself, and with the 
negative task of defending business against its opponents 
in an increasingly hostile world. 

“While business leadership lagged, it was the intellectuals 

and politicians who took charge of the rapid social change 

and gave it direction.” 

As a result, “a drastic shift of power has taken place in the 

community. Business no longer can command; it must 

negotiate and persuade in order to regain its proper position 
of influence and authority.” 

“Today,” concludes Mr. Davis, “business is still ‘central’ in 
society as the producer and the driving force; but control has 
passed out of its hands. Other groups in the community have 
grown to share the political power that business once exercised 
largely alone . .. This trend away from business primacy has 
clearly gone too far.” 

Busines. ‘en Have Not Understood the 
Relationship of Politics to Busimess 

Finally, I believe that the influence of business leaders in 
national affairs has been waning because businessmen have 
simply not properly understood the interdependence of busi- 
ness and political matters. All too frequently, we have tried 
to pretend that politics has nothing to do with you or me, that 
politics is someone else’s game—and an unsavory one at that. 
Robert G. Bradford, former governor of Massachusetts, puts 
the problem this way: 

“Actually, government lives with business today. It is 
difficult to think of any forms of business enterprise on 
which it is possible to embark without finding government 
there already, doing the housekeeping. The marriage of 
government and business, which would have been regarded 
a hundred years ago as miscegenation of the grossest kind, 
is now accepted, if not sanctified. And there are no grounds 
for divorce. If you are on a payroll, government takes your 
paycheck before you even see it and gives you back a small 
part of it; and if you are an executive, the government tells 
you how many hours your employees can work, and what 
insurance you must have, what you can buy, what you can 
sell, and to whom and for what consideration. 

“If this picture is slightly exaggerated,” continued Governor 

Bradford, “it is merely to point up a very real actuality: 

government today, far from being the handmaiden of com- 

merce, has suddenly emerged as the very model of a domi- 
neering, jealous, and calculating spouse. In many fields of 
private industry, government is also a business competitor, 
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with few holds barred. I do not say that it is for better or 

for worse, or even that in a complex, modern society such 

a close and intimate relationship could be avoided. What I 

do say is that no businessman is doing justice to himself or 

his affairs until he has at least thoroughly exposed himself 
to a course in the Fundamentals of Political Homemaking, 
or How to Combat and Divert the Government Rolling Pin.” 

To sum it up bluntly, businessmen have lost their influence 
in political affairs because they have been apathetic; they have 
been too busy with their own affairs to give attention to 
political matters; and they have lagged woefully behind the 
times in appreciating and understanding the changes taking 
place in the world around them. 

I say that we must wake up. Businessmen can no longer 
afford to stand idly by and fail to recognize the political and 
economic facts of life. Politics is here to stay. We must take 
steps to understand politics and to make our influence felt in 
national affairs, or failing this, we shall fall an easy prey to 
the growing political power of labor unions and other or- 
ganized groups that are all too skilled in political matters. 


Ill. WHAT CAN BE DONE ABOUT IT? 


Now if you feel as I do that much of the so-called anti- 
business legislation has come about by default, by business- 
men’s failure to recognize the role of politics in modern demo- 
cratic society; and if I have convinced you that for better or 
for worse, like it or not, we are espoused to government, then 
you might well put to.me the question: “Well, what can I do 
about it?” 

There are a number of things that businessmen can and 
should do to play a more positive role in national affairs. Con- 
versely, there are certain things which the businessman must 
be careful to avoid. As a means of presenting my ideas on 
these matters, let me undertake to outline some “do's and 
don'ts for businessmen in politics. 

Some Do’s for Businessmen in Politics 

Here are some suggestions I would offer to the businessman 
who sincerely wants to take a more active and aggressive part 
in formulating and guiding our national policies: 

1. Keep Informed About Public Affairs: First, and perhaps 
most important, keep informed about what is going on in 
Washington and in the world-at-large. You cannot play a 
truly constructive role im politics, if your actions are based on 
half-truths, prejudices, and preconceived ideas. You need ade- 
quate facts, carefully interpreted, as a basis for forming your 
judgments. 

Avail yourself of one or more of the various services which 
explain what is going on in government generally, as well as 
in that part of government which affects your business. If 
you have much to do with government at any level—national, 
state or local—you may also want to avail yourself of the 
services of an experienced political adviser. Politics can be 
just as difficult for the non-professional to master, and just as 
technical, as engineering. 

2. Take a Stand on Important Issues: Second, study ob- 
jectively all sides of proposed legislation and have the courage 
to take a stand one way or the other. Recognize that to run 
from controversy is to abdicate your opinion. You may say to 
yourself: “If I take a stand on this public issue, I'll lose cus- 
tomers and friends. This will hurt my business.” Perhaps it 
will, but if you fail to stand and be counted you soon may be 
without a business—damaged or otherwise. Don’t leave it up 
to the larger companies in your industry to shoulder your 
political responsibility. This places them, and ultimately your- 
self, in a politically vulnerable position. 

One way in which you can take an affirmative position is to 

testify before Congressional Committees. If you believe, 
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for example, that government spending policies are in 
flationary, you will be interested in knowing that the Con- 
gressional Joint Economic Committee hearings on govern- 
ment spending were dominated by non-business witnesses. 
Did anyone from your company testify? 
Another way you can take a stand on pending legislation 
is to write, wire, or talk to your Congressman. Don't believe 
for a minute that bales of mail addressed to Congressmen 
are daily dumped into the Potomac River without ever 
being looked at. Most Congressmen are anxious to hear 
from people they represent, and are eager to get expressions 
of opinion from back home. And a well-informed exec- 
utive, speaking sincerely, carries a lot more weight than 
any paid lobbyist. 

3. Support and Cooperate With the Government: Third, | 
urge yOu to support and cooperate with the government 
wherever possible. Much government legislation contributes 
to the health and vitality of our free enterprise system (e.g., 
pure food and drug, safety and health, product labeling, and 
certain of the anti-trust laws), and many government agencies 
are doing a splendid job. Business should give credit where 
credit is due. 

Businessmen must recognize that government regulation 
and intervention is necessary in our economy in many cases, 
and it is likely that as the ecomomy becomes increasingly 
complex, the government will be called upon to umpire an 
increasing number of situations. 
Blanket, unreasoning opposition to any and all legislative, 
regulatory, and other government agencies is often self- 
defeating. For example, you may persuade your Congress 
man to vote to cut the budget for some regulatory agency, 
but the result may be that the agency will be unable to hire 
an adequate staff. Consequently, you may pay for it in the 
long-run through excessive delays in the processing of your 
own Case. 

4. Participate Personally im Politics: Fourth, participate per- 
sonally in politics and consider such participation not as 
“something extra” but as a regular and highly important part 
of your business job. If you feel that you are currently unable 
to participate in the national government, make efforts to 
participate in state and local governments. These areas are 
often more accessible, and their need for expert personnel and 
advice is great. I would recommend especially advisory bodies, 
municipal planning organizations, school boards, and the like. 

A recent, comprehensive study by the Harvard Business 
School Club of Washington D. C., showed that businessmen 
tend to resist government service because of the so-called 
conflict of interest problem, low compensation, the need 
to remain in government for a period of several years to 
do a good job, the belief that government processes differ 
basically from business processes, and disinterest in govern- 
ment service. 

The study also showed, however, that businessmen who 

actually spent time in government service were well-satis- 

fied with the experience. On balance, they felt it had 
broadened their viewpoints, was challenging, and had en- 
hanced their careers. 

5. Encourage Political Activities by Your Employees: Fifth, 
consider initiating policies in your company which will en- 
courage your employees to participate in politics. These 
policies might include such things as time off for employees 
to vote, attend precinct meetings, and participate in political 
campaigns and leaves of absence for employees elected to legis- 
latures or other civic positions. 

Bold steps along these lines are already being taken by some 

large corporations. General Electric, for example, has set up 

a new Governmental Relations Service to serve as a “clear- 








246 


ing-house for the company’s over-all political problems and 
actions.’ GE's program encompasses four general areas: 

a) legislative needs and admunistrative practices at na- 

ronal, state, and local levels, (b) improvement of the local 
plant-community climate, (c) non-partisan teaching pro- 
grams designed to help managers and employees understand 
the workings of our political system, and (d) direct par- 
ticipation in politics by managers and employees, not only 
as citizens and voters, but also as candidates for public 
otfice. 
Ic is significant to nore that the work GE is doing today 
merely parallels what organized labor has been doing for 
years. In the Policy Resolutions of the AFL-CIO, adopted 
in 1955, labor pledged itself to: (a) assist the political 
education work of state, county and city labor federations 
and councils, (b) place the voting record of elected officials 
in the home of each member, (c) intensify political activity 
among the wives, sisters, and daughters of the union mem- 
bership, (d) conduct an annual campaign to collect volun- 
tary contributions to support the political education cam- 
paign, and (e) follow a policy of supporting worthy 
candidates regardless of their political affiliation. 

Gulf Oil Corporation recently announced it was taking an 

active interest in policics. We in our company are working 

with employees and others on political matters. We recently 
urged employees to make donations to the candidates and 
party of their choice. 

6. Do Some Constructive Thinking: Finally, 1 would urge 
you to do some searching, constructive thinking about the 
kind of society and kind of government you want to have in 
this country, and then take positive, aggressive action to bring 
those things about. Merely griping about the “mess in Wash- 
ington” will relieve your feelings, but otherwise will accom- 
plish liccle. 

Some Don'ts for Businessmen in Politics 

Let me next turn to the other side of the coin and suggest 
some don'ts for businessmen in politics. 

|. Don's Ask for Help on Competitive Problems: First, 
don't run to Washington or your state capitol for help on all 
competitive problems that confront your business. A charac- 
teristic of the free enterprise system is that it makes life 
uncomfortable for you, but in so doing, it keeps you on your 
toes. Tariffs, import quotas, and other protectionist laws that 
go beyond the requirements of national security; fair trade 
laws which soften the force of honest competition; price 
supports; and government subsidies of various types can easily 
be carried to the point where they become incompatible with 
the free enterprise system. We should, therefore, be exceeding- 
ly careful about what we ask the government to do on our 
behalf. 

The businessman today is often his own worst enemy in 
the battle to maintain our present economic order. Each 
group, of course, wants just‘a little bit of government pro- 
rection and help—at the points where it feels the pain of 
business competition most keenly—and stoutly resists gov- 
ernment intervention in all other areas. 

In the aggregate, however, this adds up to a great clamor 

for government control, here, there, and everywhere in our 

economic life. Can we blame the politician for responding 
to the hue and cry of his many constituents? 

2. Don’t Ask for Special Favors: Second, and in a similar 
vein, don’t ask for special favors for your company or your 
industry without carefully reflecting upon the costs of such 
favors to our economy as a whole. The kinds of special favors 
which | mean include: special tax treatment, state, local, or 
Fageral; special borrowing privileges from government agen- 
cies; and special mail, freight, water, or utility rates. You 
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may have to make some compromises between your interest 
and the public interest, but this is only as it should be. 

3. Don’t Invite Prosecution or Legislation: Third, don't 
conduct your business in such a way as to invite Federal regu- 
lation, prosecution, or control. I refer in this context to such 
“~hings as misleading advertising (which led to the automobile 
pricing bill); the use of economic power, intentionally or 
unintentionally, in such a way that it damages small com- 
petitors pricing practices which border on collusion; the mis- 
use of patents to stifle competition; waste in the exploitation 
of natural resources; and gift-giving to prominent people in 
government, as in the Patman of Superior Oil and Goldfine 
cases. To the extent that a few businessmen persist in practices 
of this kind, they have only themselves to blame if society 
insists on increasing Federal regulation and control. 

4. Don't Waste Your Time: Fourth, don’t waste your time 
on irrelevant Or umimportant issues, campaigns, or measures 
which are doomed to failure because of their intrinsic im- 
practicability. 

5. Don't Be Self-Righteous: Finally, let me caution you 
against giving the appearance of self-righteousness in your 
appearances before Congressional Committees, government 
agencies, and the public generally. Too many businessmen 
today assume that as long as they are dedicated to the interests 
of their own companies, they are automatically serving the 
best interests of the nation and that any surveillance of their 
decisions by public agencies is presumptuous and rotally un- 
necessary. Enlightened business managements realize, how- 
ever, that the maximum social and economic good requires a 
careful compromising of the multi-faceted interests of stock- 
holders, employees, and the public at large; that the morally 
right decisions are not easily come by—even with the best of 
intentions; and that there are goals beyond a profit to which 
a business must aspire. 

Rabbi Louis Finkelstein, writing in Fortwme magazine on 
“The Businessman’s Moral Failure,” expresses this point very 
concisely: 

“Clearly no institution will survive if it is dedicated only to 

self-preservation. A business has a goal beyond simple suc- 

cess. It is not a biological organism whose survival is a 

virtue im itself. Rather, it is a man-created institution, an 

integral part of our culture, and as such must make a 

contribution of service to society (as well as profit for 

itself) if it hopes to survive. It cannot do this out of focus 
on self-gain or pride.” 


IV. CONCLUSION 


In conclusion, let me emphasize two points. Our of all the 
tumult and conflict in the political and business arena today, 
it seems to me that these things stand clear: 

First, a major evolution, or perhaps even a revolution, in 
business thinking is urgently needed. The business leaders of 
this country must come to recognize that their responsibility 
lies not in “fighting” the government, but rather in partici- 
pating constructively in political affairs. Not many years ago, 
businessmen were highly antagonistic toward labor unions. 
In time, they came to recognize that more could be gained by 
working constructively to develop a sound relationship with 
the unions than by fighting with them. A similar transition 
in management thinking in the field of government relations 
is needed today. The old adage still applies: If you can’t lick 
‘em, join ‘em! 

Second, the American businessman must wake up to the 
threat of the growing political power and public sentiment 
which are being marshalled against him. George Bernard Shaw, 
the irascible Irish genius, viewed American politics with some- 
thing less than affection. He was aware of our naive, and often 
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careless, attitudes toward politics. He scoffed at the American 
brand of democracy. “Democracy,” said Mr. Shaw, “is the 
substitution of election by the incompetent many for appoint- 
ment by the corrupt few.” In common with some ruthless but 
clever political leaders, he understood Americans and their 
detached feelings about politics and politicians. Americans, 
and in particular American businessmen, just don’t care. 
This attitude of detachment and indifference is creating a 
fertile field for those who would shackle or destroy our free 
enterprise system to serve their own selfish, political ends. The 
businessman must hear the clamor and feel the threat of the 
growing number of political voices that are being raised 
against him. The businessman must rise strong, and react in 
the only possible curative way. He must make his influence 
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felt in the field of politics and government affairs—and in a 
public-spwited, constructive manmer. 

Politics must now become the business of the businessman 
He must speak to the people with courage and honesty. He 
must work with energy and dedication. He must encourage 
his managers and employees to move out into the arena of 
politics with the same kind of imagination, initiative, and 
drive that built the great industrial economy of this country. 

There is an old expression that newspapers and politicians 
have used many times because, history has recorded, it is true: 
“Give people light and they shall find their way.” This is the 
essence of the job that lies ahead and the burden of the 
responsibility that lies upon us all or you and | will soon be 
out of business and the wards of a socialistic government. 


A New Challenge from the Old World 


HOW CAN WE KEEP OUR MANUFACTURING COSTS COMPETITIVE? 
‘By ERNEST R. BREECH, Chairman of the Board, Ford Motor Company, Dearborn, Michigan 


Delivered at the annual Pittsburgh Chamber of Commerce Dinner, Pittsburgh, Pennsylvania, December 1, 1958 


WANT TO TELL you how pleasant it is to be here with 

so many old friends and familiar faces. I used to come 

here often to plead for steel in the good old days when 
it was hard to come by. I was kindly received even then. I 
am happy to say that my reception has been just as warm on 
more recent visits. 

During my many visits here, I have watched with astonish- 
ment the incredible transformation over the space of a few 
years of a city, its air and its rivers surpassing any such Civic 
accomplishment in our country. 

You may have heard that in Detroit we have a thing that 
is incorrectly called a face-lift—a model change that is un- 
doubtedly the most expensive cosmetic operation on record. 
For about twice the cost of a so-called face-lift we come up 
with one of our “all-new” models. 

While it might be stretching a point to say that you have 
an all-new city, you certainly have had a lot more than a 
face-lift. I congratulate Pittsburgh’s great civic-minded leaders 
who conceived and executed this rebirth of a city. 

Because of the extraordinary degree to which the economies 
of your city and mine are linked together, I would like to take 
up with you for a few minutes tonight a matter that has a very 
direct bearing on the future fortunes of this new Athens of 
the Allegheny and of our Dynamic Detroit. 

I have just returned from a brief six weeks’ tour of Europe, 
during which I tried to find out all I could about developments 
in our own Ford interests and in the European business scene. 
Never again will I let four years elapse between trips. As 
any of you who have been abroad recently can attest, things 
are happening so unbelievably fast that the old Europe is 
hardly recognizable. 

There is tremendous new strength and growth in the 
European economy. More countries are enjoying greater na- 
tional solvency than in decades. There is substantially higher 
employment everywhere. Living standards are climbing sharp- 
ly, a great single mass market is developing and European 
industry is furiously mobilizing to meet it. 

Since 1950, Europe’s economy, and particularly its industry, 
has been overtaking us at an accelerating pace. In the period 
1950 through 1957, for example, Europe’s Gross National 
Product increased 88 per cent compared to our 49 per cent. 

As a manufacturer of automobiles, I was most impressed by 
the really striking improvement throughout Europe in the 


design, manufacturing and merchandising of automobiles and 
consumer durable goods. They have read some pages from 
our book, and it begins to ‘ook as if maybe they have been 
learning almost too well! Europeans have a great awareness 
today of the economies of scale, and they are fast integrating 
much of their heavy industry. Scarcely a day passes that you 
do not hear of new mergers, new joining of once small, high- 
cost companies into bigger and more viable units. 

You find single automobile plants producing as many as 
2,500 engines and 2,000 or more bodies daily—levels of 
production that compare favorably with operations here in 
the United States. 

Moreover, these countries are fast adopting modern man- 
agerial organization and practices. They are accumulating 
capital and spending it freely on vastly improved plant and 
equipment. The old ties of tradition, the old habits of high- 
cost, low-volume cartelized production and pricing have largely 
gone by the board. They are innovating at a tremendous pace 
and important new developments and processes appear every 
day in mining and steel production and manufacturing. 

As a result of these developments, according to our own 
projection for the period of 1957-1965, Western Europe's 
Gross National Product will increase from $226 billion to 
nearly $300 billion; steel, from 96 million to 130 million short 
tons—that exceeds our own 1957 production; coal, from 544 
million to 575 million tons; and electricity, from 418 billion 
to 650 billion kilowatt hours—almost equalling our own 
domestic production by that time. Production of cars and 
commercial vehicles will increase from about 414-million units 
this year to 5¥2-million or more in 1965. In 1958 alone 
Europe is producing about 3,500,000 passenger cars, com- 
pared to our estimated 4,300,000, and 750,000 commercial 
vehicles compared to our 800,000. 

In short, Western Europe seems to be riding the private 
enterprise road out of the woods. And the pickings for com- 
munist subversion look very slim. | think all of us have reason 
for both pride and satisfaction in this. Europe’s recovery has 
been a major goal of this country. That job appears to be 
just about done. It has been done not only by government aid, 
but with substantial help from American business. We have 
literally opened our box of industrial secrets and turned it 
inside out for our European friends. 

Proud as we may be of the results, we must also be realistic 
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and admit that the rate of Europe's progress poses new prob- 
lems for us. Traditionally, of course, Europe’s wage scales have 
been substantially lower than ours. In certain occupations, the 
differential is considerable. For example, the cost per hour for 
purchasing automotive tools and dies from independent pro- 
ducers in the Detroit area is $7.90 per hour, as compared to 
$3 per hour in England, as low as $2.38 per hour in France, 
and $1.60 per hour in Milan, Italy. The current hourly 
base rate for a Ford assembly line worker in the auto in- 
dustry here is $2.44, exclusive of fringe benefits (which 
add, roughly, another $.50 to $.60 per hour here) compared 
with $1.05 in the United Kingdom and $.69 in Cologne, 
Germany. 

In the steel industry, Mr. Roger Blough reports a similar 
picture, with Ruhr steel workers earning a weekly wage of 
somewhat less than one-third that of their American counter- 
parts. And in the case of another booming economy, aggres- 
sively matching the best we have to offer in manufacturing 
methods and equipment—lI refer to Japan—industrial wages 
run roughly 14 per cent of comparable American rates. 

Traditionally, American industry has been able to meet and 
beat wage competition because of its greater capital invest- 
ment, its superior plant, equipment, managerial methods and 
economies of scale. 

We have now largely lost this advantage, particularly in 
industrial production. Given the developments I have described 
in the European economy, the increasing capital investment, 
the improvements in European manufacturing methods and 
machinery, the achievement of production volumes rapidly 
approaching our own, the wage differential alone will become 
increasingly significant to American manufacturing industries. 

It is likely, of course, that Europe’s wage scales will increase 
in the years ahead. It is unrealistic, however, to think that in 
the next decade their wages will catch up with American 
wage COSTS. 

As a result of stern self-discipline, many countries in Europe 
have achieved balanced budgets and in certain instances have 
had one or more tax cuts. No small contribution has been 
made by wise and statesmanlike labor leaders and workers in 
England, Germany and other countries, who repeatedly refused 
to press for wage increases that they fele their countries could 
ill afford. 

We, by contrast, seem to have been on a continuing spend- 
ing spree. Industries have been pushed into excessive and 
repeated wage increases that have steadily widened the cost 
gap between ourselves and Europe, and cut sharply into our 
former advantage in productivity. 

One of our foremost national authorities on international 
economics, Mr. John J. McCloy, recently had this to say: 

“We have to face the fact that in many lines we are 
pricing ourselves right out of th world market. It is up to 
us to make clear to all that we have to keep prices and costs 
down. We have to make better products and we have to 
work longer and harder to make them. 

“. . . a disconcertingly large number of people in this 
world ... are working harder and they are rapidly achieving 

a competitive know-how ... we are (also) all aware of the 

tremendous strides Russia has made in industrial develop- 

ment. We no longer stand out as the single great supplier 
of goods that we were in the early postwar period.” 

| would add the thought that the industrial development of 
Red China also is proceeding apace. Thus, in terms of the Cold 
War, we are confronted in the markets of the world with two 
great potential trading powers, seeking to draw the vast 
underdeveloped areas into their orbit, and unencumbered by 
a@e problems of wage and price inflation that are now pricing 
us out of world markets. 


VITAL SPEECHES OF THE DAY 


How is America going to face the challenge of swift in- 
dustrial development abroad—the combination of fast growing 
productivity and efficiency with low wage rates that threatens 
our COmpetitive position not only in world markets, but also 
in Our own domestic market? 

It seems to me there are three possible approaches. We can 
try a return to a high tariff, protectionist trade policy. We 
can accelerate the movement of American production abroad 
to take advantage of lower wage rates. Or we can make the 
necessary effort to maintain our competitive position both at 
home and abroad. Let's examine each of those points briefly. 

First, should we fall back on trade restrictions? To begin 
with, our postwar foreign policy has had two related objectives. 
In the short range, we have tried to follow an economic and 
trade policy that would strengthen the war-shattered econo- 
mies of friendly countries and enable them to resist communist 
subversion. At present it appears that we have succeeded, 
particularly in Europe. In the long range, we have worked 
toward the vision of rich mew market areas in the world in 
which United States industry might participate fully. 

A return to a more restrictive trade policy would, of course, 
have severe international repercussions. It would bring sharp 
reprisals, tending to seal us off from growing markets through- 
out the world. The effects of reprisals on the cost of imported 
raw materials, on which we increasingly depend, also could 
be severe. The long-term effect would be to contract the scope 
of our total economic activity, to throttle our growth and to 
weaken our leadership and influence in the world. 

Furthermore, a protectionist policy would deny the Ameri- 
can consumer and American industry the benefits of progres- 
sively lower cost and more efficient production, which are the 
normal outgrowth of competition from abroad, and would 
ultimately result in lower world trade levels. 

I am sure that you will agree that, rather than seeking to 
restrict trade, we should be doing the things that will enable 
us to Compete—to swim strongly in a stream of expanding 
world trade. 

If America’s cost disadvantage continues to increase, how- 
ever, it seems to me that we must anticipate an increasing 
flight of American capital and much more sourcing of parts 
and products abroad. A trend in this direction is already 
evident. American manufacturers of tractors and farm im- 
plements, as well as of typewriters, office machines, cameras 
and optical instruments—particularly goods having a high 
labor content—are increasingly sourcing and manufacturing 
in Europe, Latin America and Japan for sale in the American 
market. I suggest that what is now a trickle may grow to a 
flood which could disrupt both production and employment 
patterns here in the United States. 

Now it seems to me that, if we want to sell in expanding 
world markets, and more importantly if we do not want to see 
American production and jobs disrupted by the flight of 
capital and industry abroad, we are going to have to remain 
competitive in design, quality, costs and prices with foreign 
industry. 

Here I want to point out that, whatever our own problems 
of cost reduction, we must be granted full and free competitive 
access to foreign markets. 

The theory that trade is a two-way street applies just as 
much to our foreign competitors as it does to us. If we are to 
give free access to the American market to foreign producers 
with size and efficiency comparable to ours and with sub- 
stantially lower wage costs, we must ask an equally fair crack 
at their markets. 

Five years ago in a speech on world trade, Henry Ford II 
made this comment: 

“I feel very strongly that our efforts to relax trade bar- 
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riers will be of real value to the world economy only if our 

foreign friends are equally diligent in relaxing their own 

trade barriers.” 

The great new market that will explode in Western Europe 
in the mext decade can give a tremendous boost to trade 
everywhere, if Europe's leaders recognize their responsibility 
to encourage the economic progress of the whole free world. 
Let us hope that they will, especially as the common market 
plan becomes fully effective. 

Today, some European countries have tariff and quota 
barriers so effective, or penalties so high, as virtually to ex- 
clude all imports of various U. S. manufactured goods. Take 
the case of automobiles. 

As you may know, our tariff on imported cars was recently 
lowered from 10 per cent to 844 per cent. We have no quotas 
or other restrictive devices such as currency controls. 

Now consider a 1959 Ford Fairlane 500 Fordor Hardtop, 
with full optional equipment, delivered in Pittsburgh. The 
suggested list price is about $3,600, including state and federal 
taxes, although, as in the case of many other products, it is 
common knowledge that the actual cost to the customer may 
be somewhat lower than the manufacturer's suggested retail 
price. If you wanted to buy the same car in France, England 
Or Italy, you would have to hurdle barriers of severe quota 
restrictions and heavy cost penalties. 

In France, the delivered price of that car is about $8,200. 
It includes no less than $3,200 of duties, a 40 per cent 
premium for dollars called an equalization fee and special 
purchase taxes. You would also pay an annual use tax of 
about $240. In Italy, it would cost $5,800, with a penalty of 
$1,400, plus an annual use tax as high as $302.50. In England, 
the price would be about $8,000, with the penalty composed 
of a 30 per cent duty and a 60 per cent purchase tax—which 
is applied without discrimination, however, to all passenger 
vehicles. 

As if these formidable barriers were not enough, imports 
are further limited by severe quotas and related devices. France 
admits only 12,000 vehicles a year from all sources, the United 
Kingdom presently restricts imports from the United States 
and Canada to 650 automobiles per year—even that quota 
has not been filled every year—and Italy admits only a few 
hundred American cars. 

In fairness, considering past conditions in Europe, it’s not 
hard to understand why such penalties have been imposed. 
Most of Europe's restrictive devices were established to protect 
local industries weakened by war, to conserve scarce dollars for 
vital purposes and, importantly, as a source of tax revenues. 

I suggest, however, that it is about time to start examining 
some of these practices closely and see if they are all really 
necessary today. 

Now, I will be frank and say to you that a lot of people 
argue that even without such restrictions there would never 
be any substantial market in Europe for American automobiles 
and other goods. My answer to that is: If we offer no com- 
petition, why do many countries try so hard to keep us out? 
Why shouldn’t the people who may want to buy our cars and 
other goods now be able to do so without prohibitive penalties? 

As the standard of living grows, as new highway systems 
spring up all over the face of Europe, people will begin to 
want larger, more comfortable and safer automobiles, as well 
as the many other wonderul labor-saving devices of American 
manufacture. There could very well be a considerable growth 
of demand for that kind of product in the future. 

If American manufacturers are deprived of a fair com- 
petitive crack at Europe’s rapidly expanding markets, the 
resulting loss of potential sales volume will not only be felt 
by them but by all the other industries that supply them— 
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steel, rubber, glass, chemicals, coal and all the rest. 

I would certainly not suggest that our aid to Europe has 
been pure altruism. But I would say that we have been some- 
what in the position of a fellow who has been watching out 
for the little fellow next door, and protecting him against the 
neighborhood bully. And suddenly one day we find that the 
little fellow has grown up, and has a good set of shoulders and 
biceps of his own. And we say: Son, the big brother act is 
over, and from here on it’s man to man. 

Let us remember, however, that even if we were to achieve 
perfectly free access to world markets, it would do us little 
good unless we find ways to make our costs and, consequently, 
prices, competitive. This we must do if we are to sell in those 
markets as well as in competition with foreign goods in our 
own United States markets. 

How can we keep our manufacturing costs competitive? 

First of all, we can intensify the development and introduc- 
tion of more efficient cost-saving machinery and methods. 
To do that we must have expanded capital investment. And 
that in turn means that industry must have profits adequate 
to create and attract that capital—profits that are not exces- 
sively taxed or squeezed to death between the pincers of 
soaring costs and price resistance. 

Leaders of the steel industry present here tonight have ably 
championed the case for more realistic tax allowances for 
depreciation and replacement of plant and facilities in the 
steel industry. Broader action in this direction could be a 
fruitful means of improving industry's competitive problem. 

But ultimately the great prob'em before us lies in halting 
the present trend toward inflation. 

It is indeed ironic that today many well informed Europeans 
apparently are more concerned about the stability of the 
American economy and the American dollar than they are 
about their own country’s outlook. 

As you all well know, the reasons behind the waning value 
of the dollar are many and complex. All of us are at fault. As 
a nation, our people have been too ready to take the easy 
way out of our very difficult problems, too ready to tolerate 
deficit financing of vast governmental expenditures, too ready 
to go along with the idea that a little inflation is a good thing. 

The most insidious single factor of all has been repeated 
annual wage gains in excess of productivity. The fact that 
corporate employees’ income has increased substantially in 
recent years, while prices have gone up, and while corporate 
profits have notably failed to grow, all underlie the situation 
described by Mr. McCloy—the wage-costing of American 
products out of the world market. 

Ultimately the greatest single problem before us lies in 
halting this trend. 

Some of our union leaders recently have been suggesting 
that the solution is to go to Europe and Japan and start 
pumping up the wage scales over there. To the contrary, 
capital is flowing into these countries to the benefit of all their 
economies. I suggest that instead of trying to upset their 
economies, we concentrate on correcting the deficiencies of 
our Own. 

It seems clear that if the present pattern of inflationary 
wage increases is permitted to continue, the final consequence 
must be to price ourselves not only out of foreign markets— 
but out of our own markets as well. It must in due course 
lead to a hue and cry for protectionism that would isolate us 
from the world and greatly diminish our leadership and our 
influence in the struggle for world peace. 

Let us hope that the impetus for change will come from an 
enlightened American public that understands the nature of 
the problem and that acts in its own enlightened self-interest. 
And believe me, it will not understand that problem without 
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all the help it can get from industry, from enlightened labor 
leaders, from government, from our schools and our mass 
media of communication. It is our mutual job to see to it that 
everyone is alert to this particular danger. 

If enough of us recognize this situation now, it is not too 
late to set a new course, to stop the inflationary trend, to hold 
our own markets and in due course to rebuild our dwindling 
export markets. This may be asking a lot, but I for one do 
not forget the literally thousands of letters we received during 
our recent labor negotiations, many of them from union mem- 
bers and their wives, asking us to hold the line against further 


VITAL SPEECHES OF THE DAY 


price inflation, even if it meant giving up additional wage 
increases. People are beginning to see the problem. Let's hope 
enough of us can benefit by the lessons of the recent past so 
that we will not have co go through a much tighter wringer 
before corrective action is finally taken. 

After all, we have everything we need to meet this problem, 
the talent, the intelligence, the rich resources of our nation’s 
unparalleled industry and agriculture and raw materials. The 
American dream lies before us as bright and untarnished as 
ever. We must not let it be stung to death by the wasp of 
wage inflation. 


The Commune Movement 
WILL NOT SOLVE CHINA’S RURAL PROBLEMS 


By DR. CHIANG MONLIN, Chairman, Chinese-American Joint Commission on Rural Reconstruction, former Chancellor, 
National Peking University 


Delivered at the Joint Annual Convention of the Agricultural Association of China and eight related associations, Taipei, Taiwan, 
December 6, 1958 


ITH THE COMMUNIST shelling of the offshore 

islands in the Taiwan Straits in recent months, there 

has come news from the Chinese mainland that the 
Chinese Communists have been pushing with vigor three 
nationwide movements, namely: (1) movement for the in- 
creased production of 10,700,000 tons of steel and iron; (2) 
movement for the increased production of 700 billion catties 
of foodstuffs; and (3) the so-called people’s commune move- 
ment. Members of the communes are required to work for 
the increased production of foodstuffs on the one hand, and 
to make steel and iron in primitive blast furnaces on the 
other. These three movements represent the basic policies of 
the Chinese Communists in carrying out their “general line 
of socialist reconstruction.” Of the three movements, that of 
the people’s commune has become the center of all Chinese 
Communist activities. It seems that the Chinese Communist 
regime will stand or fall with this particular movement. 

Naturally, the people’s commune has not been created 
merely for the sake of increasing material production. What 
is more important, it is designed as an instrument for the tight 
control of the life and thoughts of the people. By means of 
it, the individual severs all of his family relations and becomes 
a cog in the collective machine. The Western press describes 
the life of the Chinese people under the communes as that 
of ants. Even in the satellite countries, the people’s commune 
is spoken of with a certain degree of horror. In comparison 
with Red China where the people’s commune is in operation, 
Soviet Russia would seem to be a free country. 

The people’s commune movement was first tried out in 
Liaoning and Honan in March and April, 1958, and was 
gradually extended to other provinces in July. It was only after 
Mao Tse-tung’s personal tour of various districts of the 
country that the Central Committee of the Chinese Com- 
munist Party passed on Aug. 29 a resolution for the setting 
up of people's communes in the villages. In this way the 
movement became nation-wide. Early in October the com- 
munization movement reached the point of its highest de- 
velopment, and was merged in the movement for making 
all people soldiers. That the Chinese Communists are able to 
spread the people’s commune movement so rapidly within 
a matter of only seven or eight months is due to the fact that 
Me Chinese Reds have knit together largely all the local 
Organizations spreading throughout the country into a lesser 


number of consolidated ones. What they have done is merely 
to add up two and two to make four, to make originally small 
units into bigger ones, and to amalgamate separate things into 
larger wholes. 

This movement is noteworthy, because its implementation 
has produced vast changes in the social structure, mode of 
production, and the daily life of the Chinese people on the 
mainland. In this paper I will try to give a brief account of 
the movement on the basis of materials already published 
here and abroad in addition to what I have been able to obtain 
from conversations with a few European newspaper reporters 
newly returned from trips to the Chinese mainland. 


COMMUNE Is BASIC UNIT OF COMMUNIST SOCIETY 

The people’s commune, according to Mao Tse-tung, is “a 
transitional form of organization from collective ownership 
towards ownership by the whole people,” or “a form of or- 
ganization for building up socialism and gradually passing on 
towards Communism.” Consequently, it is intended to be “the 
basic unit for the development of the Communist society of 


the future.” In other words, the people’s commune is an or- | 


ganization for a still higher form of collectivization. 

The “agricultural cooperatives,” which the Chinese Com- 
munists had set up in the past, were simple productive units. 
The people’s commune, on the other hand, not only is a 
multiple-purpose economic unit, but also serves an all-in- 
clusive combination of economic, political, cultural, and mili- 
tary functions. It is, in fact, an organization comprising 
industrial workers, farmers, merchants, students, and soldiers 
all under one roof, as it were. 

The organization of the people’s commune follows the 
principle of “one village, one commune.” But sometimes one 
also finds one commune in several villages or a county. It 
all depends on the actual local circumstances. The size of the 
commune varies from 8,000 to 20,000 families. As a matter 
of fact, it is an amalgamation of five separate cooperatives: 
the agricultural cooperative, the handicrafts cooperative, the 
supply and marketing cooperative, the credit cooperative, and 
the transportation cooperative. 

According to the Communist regulations, the original village 
chief becomes chief of the commune, and members of the 
original “village people’s committee” become members of the 
“commune management committee.” The Communist Party 
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boss Originally assigned to look after village affairs is now 
reassigned to look after the affairs of the commune. In this 
way, the village and the commune are practically one and the 
same entity. Similarly, the political and economic functions of 
the commune are so closely interwoven as to be inseparable. 

All members of the commune between the ages of 18 and 
50, irrespective of sex, are required to take part in the 
militia. They are organized into divisions, regiments, battalions, 
and companies in the form of “productive corps.” They are 
workers, farmers, and soldiers all rolled into one.” As “labor 
armies,” they do productive work in time of peace; as “armed 
forces,” they are ready to fight in time of war. 

There are set up under the commune various departments 
each in charge of some specific function such as farming, 
forestry, fishery, animal husbandry, water conservancy, indus- 
try, communications, finance and food, culture and education, 
armed defense, internal affairs, trade, and public health. As 
productive workers, the members of the commune are or- 
ganized into “productive corps,” “productive companies,” and 
“productive gangs.” In the communes there are also factories, 
mines, forests, farms, fields for grazing as well as supply 
departments, credit departments, banks, public restaurants, 
kindergartens, sewing groups, bathhouses, hospitals, dyeing 
works, moriOn picture theaters, athletic fields, agricultural 
middle schools, and institutes of higher education. 


RED MOTIVES IN SETTING UP PEOPLE’Ss COMMUNES 


According to Soviet theory, collective farms will develop 
into State farms. But the Chinese Communists now want to 
bypass this step and to go directly from socialism into Com- 
munism. It will be remembered that the situation on the 
Chinese mainland has never been stabilized ever since the 
days of the “let-one-hundred-flowers-bloom-and-one-hundred- 
schools-contend” period. It is therefore interesting to find out 
the reasons that have prompted the Chinese Reds to set up 
the people’s commune right at this moment. As I see it, the 
Chinese Communists might well have been motivated by the 
following considerations: 

(a) Suppressing All Revolutionary Movements and Con- 
solidating the Red Rule in China. We may be justified in 
surmising that the Chinese Communists are in such a hurry 
to carry out the commune system, because they are impelled 
to it more by internal than by external motives. We may even 
say that the Communist bombardment of Quemoy and the 
creation of tensions in the Taiwan Straits are designed by 
the Chinese Reds only partly as an attempt to find out how 
strongly the offshore islands would be defended. But judged 
from the political point of view, the Communist actions at 
Quemoy and in the Taiwan Straits in general have been taken 
mainly as pretexts for pushing the commune system and 
suppressing all counter-revolutionary movements inside the 
country. 

It is on the strength of Soviet assistance that the Chinese 
Reds have been able to usurp political power on the Chinese 
mainland for the last nine years. But owing to their denial of 
the dignity and worth of the individual and to the further 
fact that everything they have done runs counter to the 
Chinese traditions as well as their inability to give the Chinese 
people the sort of ideal society they have always been promis- 
ing, the great masses of the Chinese people are driven to des- 
peration through poverty and starvation. There are, conse- 
quently, innumerable internal contradictions among the 
Chinese Reds themselves and sporadic anti-Communist inci- 
dents all over the country. All of these things can be verified 
if one takes the trouble to turn over Communist newspapers 
published in the last few years. As a result of popular resistance 
to Communist oppression, the Chinese Reds are forced to take 
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violent measures in the forms of “struggles,” “suppression of 
counter-revolutionaries,” and “purges” in order to exact obedi- 
ence from the people. Bur such a situation also goes to show 
that the Chinese Reds have never been able to consolidate their 
rule. 

The “let-one-hundred-flowers-bloom-and-one-hundred- 
schools-contend” movement initiated by the Chinese Com- 
munists in 1957 was originally intended to let off a part of the 
steam and to resolve some of the internal contradictions. 
They never expected that the movement would lead to nation- 
wide agitation and unrest. The steps thus taken by the Chinese 
Communists not only failed to pacify the anti-Communist 
sentiments, but also tended to create an anti-Party and anti- 
socialist movement. When the situation became worse day 
by day, the Chinese Reds were forced to resort to another 
wave of suppression. But when suppression proved to be 
insufficient for the purpose, an “anti-rightist struggle” was 
begun. In this way, the screw was gradually tightened. Now 
that the Chinese Reds cannot very well back down, they are 
compelled to carry out the commune system as a last resort. 
That was what Communist propagandist Lu Ting-yi had in 
mind when he said that the Chinese Reds were now engaged 
in a life-and-death struggle. 

(b) Increasing Agricultural Production and Stepping Up 
Industrial Reconstruction. It must be remembered first of all 
that the Chinese Communists have come into power by 
pretending to be “agrarian reformers.” The people’s commune 
is really the last of a series of three attempts which the Chinese 
Reds have made in recent years to transform the traditional 
Chinese social organization, the first and second attempts 
being “land reform” and “agricultural collectivization.” In spite 
of all these changes, however, the Chinese Communists can 
never solve the problems of rural economy on the Chinese 
mainland. The Chinese Reds’ first Five-Year Plan emphasized 
the development of heavy industries to the neglect of agri- 
culture. One sees this clearly if one refers to the Chinese 
Communist investments in industry and agriculture. Accord- 
ing to Chinese Communist reports, the Communist investment 
in agriculture was only one-fifth of that in industries. That 
was why there was not much improvement in agricultural 
production as a result of the Five-Year Plan. 

China being an agricultural country, there are certain in- 
herent weaknesses in its economy such as paucity of cultivated 
lands, backwardness of productive techniques, population in- 
crease at too fast a rate, and lack of a sufficiently strong in- 
dustrial basis. None of these difficulties can be easily overcome 
overnight. Though the Chinese Reds have been trying to 
destroy completely the original economic structure of the 
Chinese mainland and to introduce “socialist reconstruction,” 
there is not discernable any radical transformation in the 
economic pattern of the mainland, where agricultural produc- 
tion still occupies the most important place in the entire 
national income, and agricultural products still form over 80 
per cent of the annual exports. As long as the Chinese Reds 
continue to give priority to heavy industries, it is inevitable 
that the farmers will be called upon to bear heavier burdens 
and to make more sacrifices. It cannot be overemphasized 
that there is no other way for a backward agricultural country 
to industrialize itself except through foreign aid or by forcing 
the pace of agricultural production. It may therefore be 
plausibly argued that the primary purpose of the people's 
commune is to organize society as one single productive unit, 
to force the farmers to increase production, and, in this way, 
to lay the foundations for heavy industry and prepare for 
military adventures. 

POSSIBLE INFLUENCES OF THE PEOPLE'S COMMUNE 

Judged from what we have said above, it is quite con- 
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ceivable that the Chinese Communists may expect to reap 
from their commune system certain benefits, of which the 
most obvious are the following: 

(a) Simplification of the social structure. With the intro- 
duction of the people's commune, the basic social structure 
has been greatly simplified by the amalgamation of some 
750,000 cooperative productive units into over 20,000 com- 
munes. In this way, management is centralized and it is 
easier for the Chinese Communists to carry on their Party, 
political, economic, cultural, and social activities. 

(b) Through the commune movement, an immense army 
of people’s militia is organized for the purpose of maintain- 
ing peace and order in the villages and tightening the Com- 
munist grip. In peace time, the militia serves as a slave labor 
camp; in time of war, it is an inexhaustible source for the 
recruitment of soldiers. 

(c) It is also through the communes that the Chinese 
Communists strengthen their programs of local reconstruction 
in agriculture and industry. 

(d) The commune system has the additional advantage of 
completely destroying the original social structure and family 
orginization and making all persons mere cogs in a gigantic 
machine and dependent on the commune for their very 
livelihood. In this way, the emergence of any anti-Communist 
forces is made impossible. 

On the other hand, however, the commune system has also 
created many and greater crises and difficulties for the Chinese 
Communists. It can be confidently expected that numerous 
serious problems will continue to crop up. 

(a) Since the commune is an all-inclusive combination 
of productive military, political, and economic functions, its 
management must require a high degree of scientific and 
technical skill, without which there would be utter con- 
fusion, leading not only to decreased production but also a 
general decline in the people's livelihood. 

(b) With the setting up of the commune, the people have 
become mere tools of production. Consequently, the contra- 
dictions between the people and the commune and the contra- 
dictions between individuals and the collective entity are 
bound to be sharper than those which existed during the 
period of the collective farm. At least, they are not likely to 
become less numerous. Like the situation in the past, lessening 
of the people's enthusiasm for production, sabotage, dissatis- 
faction, and active resistance will continue to occur from 
time to time. That was the main cause for the failure of the 
Soviet experiment with the people’s commune years ago. As 
the Chinese Communists are taking up something the Soviet 
Union has long abandoned, one may be justified in saying 
that the Chinese Reds may well have been compelled by the 
force of circumstances to take such a desperate course of 
action. 

(c) Now that the people of the entire nation have been 
organized in communes, it is not unlikely that, once given the 
chance, the farmers may join forces with the downgraded 
intellectuals to rise in revolt against the Chinese Communists. 
Though the intellecruals have remained pathetically silent 
since the days of the “let-one-hundred-flowers-bloom-and-one- 
hundred-schools-contend” movement, they are not yet com- 
pletely wiped out. 


CHINA'S AGRARIAN PROBLEM IS OF LONG STANDING 


The Chinese agrarian problem is one of long standing. 
Given a vast area, a large population, inconvenience of com- 
munications, a very low educational standard of the people, 
and backwardness of productive techniques, it would be almost 
impossible to expect that a fundamental solution of the 
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Chinese agrarian problem could be solved within a short 
period of time. 

When the Chinese Communists were carrying out their 
program of agricultural collectivization, they tried to finish 
in tour or five years what would have taken 15 to 18 years 
to finish according to their original plan. Hence there have 
arisen in the villages numerous serious and almost insur- 
mountable difficulties. According to the Chinese Reds’ own 
statistics, as a result of agricultural collectivization, there was 
a general decline in agricultural production on the Chinese 
mainland in 1957, the production of the principal foodstuffs 
did not attain the planned target, the production of subsidiary 
products declined by from one-third to one-half, and the 
number of hogs raised was only 44 per cent of that for 1952. 
As the farmers did not care to become members of coopera- 
tive societies, they resorted to the general slaughter of draft 
cattle, destruction of farm implements, and feasting to show 
their protest. These tactics were most seriously reflected in 
the general physical weakening and death of draft cattle. 
According to a report made by Communist Teng Tse-hui, 
“At present there are many provinces in which the general 
debility and death of draft cattle has bceome so serious that 
human beings have to be employed to pull the ploughs.” In 
view of this serious situation, the commune is set up so that 
the people may be made to keep a watchful eye on one 
another. The Chinese Reds hope by this means to do away 
with such abuses as willful destruction of property and 
sabotage. 

According to the Chinese Communists themselves, their 
projects for increasing agricultural production consisted of 
three major items: (a) increasing the productivity of land 
per unit area through such methods as water conservancy, 
use of more fertilizers, soil improvement, and multiple-pur- 
pose cultivation; (b) development of mountainous areas 
through afforestation and tapping of new water sources; and 
(c) reclamation of waste lands. On the basis of materials 
published by the Chinese Reds themselves, we find that of 
the above-mentioned three major lines of endeavor only the 
reclamation of land in remote areas has yielded some results 
by forcing people to migrate from one part of the country 
to another. In the period of the Chinese Reds’ first Five-Year 
Plan from 1953 to 1957, though the total quantity of food- 
stuffs produced was somewhat increased through the expansion 
of the area of cultivation, the per unit area productivity had 
not yet caught up with the average productivity index for the 
20 to 26 years before the Sino-Japanese War. From this it 
will be seen that all the measures adopted by the Chinese 
Reds for the increase of production have failed to come up 
to their expectations. 


“SOCIALIST CONSTRUCTION” CAN BE A MERE MIRAGE 


According to a recent report of Communist Teng Tse-hui, 
as a result of the launching of the agricultural cooperative 
movement there have appeared in the villages numerous 
contradictions such as: (a) contradictions between the State 
and the cooperatives, (b) contradictions between the coopera- 
tives and their members, (c) contradictions between the 
cooperatives and the production corps, (d) contradictions 
berween members of the cooperatives themselves, (e€) con- 
tradictions between the different production corps, and (f) 
contradictions between the Communist cadres and the broad 
masses of the people. As the agricultural cooperative move- 
ment has resulted in the paralysis of the entire rural economy, 
the Chinese Communists make it one of their aims to over- 
come the contradictions thus created by setting up people's 
communes. Burt it seems unlikely that the above-mentioned 
contradictions will be removed with the introduction of the 
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commune system. 

The 600 million people on the Chinese mainland as well 
as the 13 million newly-born babies every year have to 
depend upon the products from agriculture for their livelihood. 
Similarly, the raw materials of many industries have to come 
from agriculrure, and the capital investments for industries 
have to be obtained through the sale of agricultural products. 
In spite of all these needs for agricultural products, agriculture 
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on the Chinese mainland has not yet been so developed as 
to meet those needs. Consequently, the Chinese Communist 
economy has been thrown out of gear because agriculture, 
one of its most important links, is fragile and weak. 

If the Chinese Communists cannot develop their agriculture 
and increase agricultural production, all their talk about 
“socialist reconstruction” and “industrialization” can be no 
more than a mere mirage. 


The Century of The Common Man 
“WITHOUT WISDOM THE PEOPLE PERISH” 
By GLENN E. HOOVER, Professor Emeritus of Mills College and member of the Oakland City Council, Oakland, California 


Delivered to a joint meeting of the Bay Area Mortgage Association and the Northern California Mortgage Bankers Association, 
San Francisco, California, December 9, 1958 


Y ONLY QUALIFICATIONS for commenting on 
Our present century are not impressive. I do happen 
to belong to that steadily decreasing band whose 
members have lived, if only for a few years, in the Nineteenth 
Century. Whether having passed our traditional three score 
and ten will indicate wisdom or senility—well, that's a risk 
we oldsters run Of the Nineteenth Century, I can say only 
that the more I see of the dictators, depressions, wars and 
atomic terror of the Twentieth Century, the better I like the 
Nineteenth. Moreover, as a college teacher I have read, 
traveled and reflected more than is normal in our hurried age. 
It was Churchill, I believe, who said that “exalted meditation” 
is the greatest need of our time. As to how “exalted” my 
meditations have been is not for me to say, but, at least, I 
have meditated. 


GOVERNMENT BY THE COMMON MAN 

For our purposes this evening let us define the Common 
Man, not in terms of wealth, birth, vocation or character, but 
simply as the Demos, the Multitude, the man whose mental 
endowment does not exceed the average. What we call “char- 
acter” is disregarded because it seems to be rather uniformly 
distributed among all classes, and can usually be transformed 
by a mere exercise of will. All that is normally needed for this 
is that we make and keep certain stern resolutions. Whether 
we are incited to this by a Billy Graham, a bitter experience 
or a desire for the esteem of our fellows is immaterial. Each 
man, however common he may be, can mould his character 
pretty much as he wants it to be. 

Nature, however, has set limits to our intellectual powers, 
and no man, by “taking thought”—to use a Biblical expression 
—can extend those limits any more than he can add one cubit 
to his stature. The limits of our mental powers are determined 
by the quality of the cerebro-nervous mechanism we have 
inherited. Some still believe that there are no limits to man’s 
mental powers, or that these powers are equally distributed 
among us. Such notions, as every teacher knows, are the stuff 
of which our dreams are made. 

What can be said of the role of the Common Man, in the 
governments of our age? A chief feature of our century is 
the general acceptance of popular governments—the govern- 
ments which he controls. This is not to say that authoritarian 
governments have been generally supplanted by democratic 
ones. On the contrary, many of the newer democracies have 
succumbed to commissars and colonels. Nor should we forget 
that Germany and Italy, not long ago, abandoned their 
parliaments and followed Hitler and Mussolini to their mutual 
destruction. Nevertheless, democratic government has retained 


such prestige that even the most ruthless dictators now profess 
to be ruling only until government by the Demos can be 
established or res.ored. 

What are the prerequisites for the successful operation of 
popular governments? First of all, there must be a general 
willingness to accept the decisions of the majority. This ac- 
ceptance will be given, however, only if majority power is 
exercised with restraint, and the minority may hope that their 
opinion will ultimately prevail. For example, competent 
students of French history have suggested that the instability 
of the four French republics was largely due to the fact that 
ever since the French Revolution, both the Right and the Left 
have clung to programs which they will not submit to majority 
determination. Communists too, take this position, and if in 
power, will tolerate no rival party which might supplant their 
own. 

An example from our own history. A century ago, a 
Southern minority refused to submit to a majority decision in 
the matter of Negro slavery and the right of States to secede 
from the Union. They were ultimately compelled to accept 
the majority Gecision on these matters, but only after a pro- 
longed and bloody war. What will be required to compel 
them to accept racial integration in their schools no man can 
say, but the achievements thus far are not too encouraging. A 
zealous minority can obstruct or imperil any democratic 
regime which attempts to coerce them, particularly if they 
resort to civil disobedience rather than to open warfare. If 
democratic governments are to function well the power of 
majorities must be used with caution. 

Another requisite of a successful democracy is a reasonably 
well informed electorate. The difficulties encountered by the 
new republics of Pakistan, Iraq, Burma, the Sudan, Egypt and 
Indonesia, with their largely illiterate populations, should 
occasion no surprise. The dreary story has been repeated many 
times in those Latin American countries which have been 
democracies in name only ever since their independence. The 
notion that every adult should be allowed, and even en- 
couraged, to vote, however uninformed he may be is quite 
untenable. It may well be that the long life of our own 
republic is in part due to the fact that for many decades after 
its formation, the privilege of voting was largely restricted 
until the level of education was gradually raised. 

Voting restrictions based on property, income, housing, 
rentals paid, etc., may have prevented many unqualified citizens 
from voting. However, as compared with educational qualifica- 
tions they are crude devices. We now have tests to determine 
whether or not one has in his head what is needed to drive a 
car, qualify as a policeman or fireman, serve in the Armed 
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Forces, etc. However, in California at least, a voter need only 
be literate enough to sign his name on the registration roll. 

With educational opportunities now available, both to chil- 
dren and adults, it would seem proper that citizens be required 
to demonstrate a reasonable knowledge of public affairs 
before they can help “run the country”. Those who are wilfully 
uninformed can do more damage in voting booths than in any 
other place whatsoever—and they should be kept our of them. 

We must, too, take steps to shorten our ballots by providing 
that only policy-making officers shall be elected. Ours is the 
only democracy in the world whose voters are given the im- 
possible task of evaluating candidates, most of whom he has 
never seen, who seek administrative and judicial offices, the 
duties of which he does not understand. If so small a per- 
centage of our citizens register and vote, it is not because our 
citizens are more stupid or less civic-minded than the peoples 
of other democracies. It is, rather, that we have asked our 
vorers to do the impossible, and those who refuse to try may 
be wiser than we who go to the polls. 


Our ECONOMIC ORDER 


Before commenting on what the Common Man has done 
and is doing to our economic system, let us recall its basic 
elements. Commonly called Capitalism or a Free Enterprise 
system, it is based on private property and free markets. 
Originally, governmental interference was restricted to the 
prohibition of fraudulent and monopolistic practices, together 
with the regulation of business (public utilities), where 
competition was impossible. Each man’s share of the National 
Product was to be determined, primarily, by what he could 
obtain for his commodities or his labor when sold in markets 
that were free of monopoly power or governmental manipula- 
ton. 

Ic is unnecessary to recall how far we have departed from 
the principles on which a free economy is based. The general 
acceptance of the Welfare State as the guardian angei of all 
its citizens marked the final repudiation of the notion that 
individuals were primarily responsible for their own welfare. 
The share of each person or firm is no longer to be determined 
by what goods and services may sell for in free markets. In- 
stead, the State is to determine, in part at least, what is to be 
the “fair share” which farmers, air lines, shipping and mining 
companies etc., are to receive. This hodgepodge of govern- 
mental interference is then capped by a social security and 
“assistance” program that is now an elaborate mixture of 
compulsory saving and governmental charity. 

Permit me, for a moment, to speak of the role of our 
political parties in the disintegration of our Free Enterprise 
system. I believe I can do this with some objectivity, for I 
have not been affiliated with any party for more than ten 
years. 

Governmental interference with our economy undoubtedly 
reached a peak during the Roosevelt-Truman era, as Repub- 
licans frequently remind us. They forget, however, that the 
first and perhaps the most pernicious form of governmental 
interference were the protective tariff duties by which certain 
of our high-cost manufacturers were enabled to exact higher 
prices from domestic consumers. 

That was the first “Share-the-Wealth” program in our 
nation's history, and for decades Republican leaders pointed 
to it with pride, and raised the tariff wall higher and higher. 
Ir is true that in recent years, the more enlightened Repub- 
lican leaders have denounced the fallacies of the protectionists. 
However, the belief persists that the Republican party is still 
supporting the protectionist dogma—something our college- 
trained youth may forgive, but not forget. 

fn the heat of an electoral campaign we sometimes hear 
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that our free enterprise system is threatened because the 
Democratic party is committed to “socialism”. Socialism, as 
any smart school boy knows, and as any dictionary can tell 
you, is an economic system based on “collective or govern- 
mental ownership and democratic management of the essential 
means for the production and distribution of goods.” (Web- 
ster's Collegiate Dictionary, 5th ed.) Neither of our major 
parties nor any leaders of business, agriculture or labor are 
advocates of socialism. 

They all, however, are advocates of state intervention. They 
want the government to compel us consumers to buy from 
protected manufacturers instead of buying at lower prices 
from foreign suppliers. They do not want the government to 
Operate dairy farms, but they insist that it fix the price of 
milk. Just before the recent election they persuaded the 
President to fix quotas on the quantities of lead and zinc that 
could be imported from our “good neighbors”. And all the 
while we were pretending to lead a Great Crusade for the 
expansion of world trade and the elimination of barriezs to 
world commerce! 

In fairness to the “Common Man”—the fictional hero of 
our century—he is seldom the leader in the demand for 
governmental intervention. For instance, to my knowledge, the 
Auro Workers Union never asked that our motorists be com- 
pelled to pay a duty of 10% on all imported cars. Perhaps our 
manufacturers in this “infant industry” never asked for such 
protection either, but I have never heard that they have been 
active in denouncing it. It is true that our high-cost manu- 
facturers, in their drives for more protection, have at times 
persuaded their workers to join in their requests, but the 
worker. have been accomplices rather than principles in most 
of these plots. 

Our industrial workers are, of course, opposed to having the 
value of their services determined in free markets. They were 
permitted to organize and sell their services at monopoly 
prices when there were only a few unions, most of them 
weak, and public sympathy for the workers was widespread. 
However, since the passage of the Wagner Act which com- 
pelled employers to “bargain collectively”, the infants that 
invited our sympathies are now giants which arouse our fears. 
Some of them now have the power to halt the production of 
our largest firms, or even of entire industries. Some of them 
are now, in fact, a sort of smperium in imperio, and nothing 
is more certain than that they will ultimately clash with our 
Federal government, if we continue to stand, silent and im- 
mobile as a herd of frozen steers. 

However, as business leaders you should not fall into the 
comforting error of believing that the monopoly power of 
trade unions is the only menace to our free economy. The 
truth is that, for a full century, our economic freedom has 
been whittled away because of the selfishness of our farmers, 
manufacturers and trade unionists. The farmers, our high-cost 
manufacturers, our shipping companies, etc., have demanded 
subsidies and protective tariffs. The unionists have obtained 
the privilege of exacting monopoly prices for their services. 
And all the while they have pretended that they were devoted 
to our Free Enterprise system. We have witnessed, I submit, 
a general failure of character for which we should all be 
ashamed. 


WORLD PEACE AND THE COMMON MAN 
If nations ruled by the Common Man are less peaceful than 
their predecessors, it is not because of radical differences in 
their objectives. For some three or four centuries, all nations, 
however governed, have agreed that mankind should be divid- 
ed into sovereign nation-states, each seeking to add to its 
prosperity, power and prestige. An observer, viewing our little 
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planet from outer space, might conclude that inasmuch as our 
century has been the bloodiest in recorded time, it must have 
been because the nations of the world had different aims. Such 
however, was not the case. It was rather that the aims of some 
nations could not be reached except as the aims of others were 
frustrated. 

Power is a relative thing, and no nation, or group of nations, 
can become relatively stronger without making other nations 
relatively weaker. If each nation had sought to excel in the 
arts, in learning or well-being, its success would not have 
meant failure for the others. But with each nation, or at least 
the greater ones, aiming at an increase in power, we have 
entered an era of perpetual warfare, the hot wars alternating 
with cold ones, less bloody, but equally burdensome and fruit- 
less. 

We cling to the foolish hope that we can have world peace 
without first establishing world government and world law. 
If we apply our common sense to the lessons of history it will 
be evident that nations will enjoy peace only if they will create 
a world government strong enough co ensure it, just as national 
governments now ensure peace within their boundaries. World 
peace has not eluded us because our species lacks the intelli- 
gence to achieve it. It is, rather, that nations, particularly the 
stronger ones, are unwilling to accept such loss in power and 
prestige as would result if certain of their sovereign powers 
were delegated to a federal world government. It is our sinful 
pride, our sentiments and our passions that bar the way to the 
peace that our intelligence could easily contrive. 

With the Common Man increasingly in control throughout 
the world, what is the prospect for world peace? If you accept 
the thesis that the chief barrier to peace is the irrational, self- 
defeating pride of the nations now competing for power, I 
Can see no reason to be optimistic. This is not to say that the 
Common Man is lacking in good will. In human sympathy and 
in compassion for unfortunates he probably excels those who, 
in terms of mental endowment, may be styled his betters. But 
he is, I believe, more dazzled and bedeviled by national 
power than are our wiser and somewhat cynical citizens. Poor 
fellow, he often has so little of which to be proud. No wonder 
that the vision of his own country as the mightiest of the 
world is one that he will abandon most reluctantly. And yet 
that is exactly the vision that every major nation must abandon 
if world peace is to become a reality. 

From reading Walter Lippmann’s book “The Public 
Philosophy”, and particularly from reading between its lines, 
I got the impression that he believed the growing power of 
the Common Man had made it more difficult for nations to 
live in peace. The early socialists believed that all wars were 
“capitalist wars”, and that as workers came to power in their 
respective states there would be universal peace. That notion 
has been completely discredited. The workers, like all Common 
Men, have retained a boyish enthusiasm for power contests, 
whether on the athletic field or on the battle field. For them, 
war was, and is, the greatest game of all. 

The Common Man's capacity for enthusiasm often makes 
him a foolish counselor in public affairs. Some historians 
believe that the French government, after a fancied insult to 
their nation, might not have hastily declared war on Prussia 
in 1870, but for the Paris mobs shouting “To Berlin”, “To 
Berlin.” It would appear too, that Hitler and Mussolini found 
the Common Man a more ready convert than, shall we say, 
the university professors. The supporters of Peron in Argen- 
tina, “los descamisados”, (the shirtless) were Common Men 
par excellence, and so too were the supporters of Huey Long 
in his program designed to make “Every Man A King.” Ir is 
examples such as these that make us recall the morto of 
Tallyerand, a statesman who survived the French Revolution: 
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“Surtout, pas de zéle” (above all, no zeal). In public matters 
it appears that zeal is neutral, leading as often to disaster as 
to triumph. 

CONCLUSIONS 


Permit me now to report, very briefly, a few conclusions: 

1. In the matured democracies the Common Man is in 
the driver's seat, and is there to stay. His political supremacy 
may annoy those who would prefer to be governed by Plato's 
“philosopher-kings” or some other kind of Uncommon Man. 
However, it appears that the Common Man has come to power 
as the result of certain developments in human history that 
cannot be reversed. 

2. With his abundant good will, our future is secure if 
only he will learn his limitations. His ultimate aims are never 
evil, but he frequently employs means that are futile or that 
defeat his own purposes. He will succeed if he learns to 
rely on the counsel of Uncommon Men, when common sense 
is an inadequate guide. 

3. With his ambition to raise our living standards he may 
seriously disrupt the Free Enterprise system that has made our 
present standards possible. He has a distrust of the unknown 
peoples of other lands—frequently bordering on xenophobia— 
and a juvenile pride in his country’s power, rather than its 
wisdom and its virtues. His tribal patterns of thought and 
his ethnocentrism are traits that must be modified before we 
can attain world peace under world law, enforced by a world 
government. 

4. As you might expect from an educator, I predict that 
unless we make sweeping changes in our educ?..onal system 
our troubles will increase. If schools are compe led to serve 
as custodial and correctional institutions, they can never 
accomplish their main purpose. High Schoo! attendance 
should not be required of those who cannot, or will not, profit 
from it. To make such attendance a privilege rather than a 
duty would do much to improve education at the secondary 
level, now the weakest link in our educational system 

5. And, finally, let us insist that nor all of our best minds 
be used to perfect more horrible devices for the destruction 
of our species. If our generation is to be cured of its present 
suicidal mania, we must concentrate on Wisdom rather than 
Technology. No wisdom, nor any other good thing, was 
ever produced in an arsenal. In the era of the Common Man 
it is as true as it was in the era of the prophets, that without 
wisdom the people perish. 
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